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Financial  Highlights 


Net  Sales  $7,080  billion  S7.229  billion  $8,316  billion  $7,707  billion 

Operating  Income  $  430  million  $  532  million  $  550  million  $  654  million 

%  of  sales  6.1%  7.4%  6.6%  8.55 

EBITDA  (Note  1)  $  660  million  S  762  million  $  921  million  S  907  million 

%  of  sales  9.3%  10.5%  11.1%  11.85 

Net  Income 

Excluding  Extraordinary  Items  $  133  million  S  197  million  $  188  million  S  263  million 

Including  Extraordinary  Items  $  113  million  $  193  million  $  188  million  S  263  million 

Earnings  Per  Share 

Excluding  Extraordinary  Items  $  1.19  $  1.56  $  1.41  $  2.08 

Including  Extraordinary  Items  $1.01  $1.53  $1.41  $2.08 

Notes: 

(1 )  EBITDA  represents  earnings  before  interest,  taxes,  depreciation,  amortization,  and  business  integration  and  consolidation  expenses. 

(2)  The  analytical  results  in  this  column  depict  Federated's  results  on  a  stand-alone  basis,  excluding  the  impact  of  business  integration  and  consolidation  expenses,  and 
excluding  the  impact  of  the  Macy's  acquisition  on  Federated's  consolidated  operations,  interest  expense  and  per  share  earnings.  Such  results  are  presented  as 
supplemental  information  intended  only  to  facilitate  year-to-year  comparisons  and  do  not  constitute  a  presentation  in  accordance  with  generally  accepted  accounting 
principles.  They  also  are  not  necessarily  indicative  of  Federated's  future  results  of  operations  and  in  all  events  should  be  read  in  conjunction  with  the  Company's 
consolidated  financial  statements  and  notes  contained  in  the  Form  10-K  that  can  be  found  in  the  back  pocket  of  this  report. 
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?  O  FI  L  E 


Federated  Department  Stores,  Inc.,  with  corporate  offices  in 

Cincinnati  and  New  York,  is  the  nation’s  leading  operator  of  premier 
department  stores.  Its  355  locations  in  35  states  will  operate  in  1995 
under  the  names  of  Bloomingdale’s,  The  Bon  Marche,  Bullock’s, 
Burdines,  Goldsmith’s,  Jordan  Marsh,  Lazarus,  Macy’s,  Rich’s  and 
Stern’s.  The  company  also  operates  more  than  125  specialty  and 
clearance  stores  and  a  national  catalog.  Each  Federated  department 
store  franchise  is  well-established  in  its  operating  areas,  and  all 
Federated  divisions  have  historical  ties  to  their  communities 
stretching  back  into  the  last  century.  Federated’s  corporate  structure 
capitalizes  on  the  strengths  of  these  franchises,  while  bringing  new 
dimensions  of  operating  efficiencies,  financial  leverage 
and  strategic  growth  opportunities  to  the 
company’s  operations. 


Department  Stores 

blODmlngdQles  3«<BOIMAIt(Hf  RUfdineS 

THE  FLORIDA  STORE* 

Headquarters  Headquarters  Headquarters 


New  York,  NY 
Principals _ 

Michael  Gould, 

Chairman/CEO 

Jeffrey  Sherman, 

President 

Annual  Sales* 

1994  Sales:  $1,192  million 
1993  Sales:  $1.1 17  million 

* Excludes  sales  of  Bloomingdale  's 
By  Mail  catalog 

Stores/States 

16  stores  in  Florida,  Illinois, 
Maryland,  Massachusetts, 
Minnesota,  New  Jersey, 
New  York,  Pennsylvania 
and  Virginia 

Future  New  Stores 

Skokie,  IL  1995 
Garden  City,  NY  1995 
Huntington,  NY  1996 
Aventura,  FL  1997 
Atlanta,  GA  1997 

Other  News _ 

Bloomingdale's  generated 
significant  incremental 
sales  in  1 994  through  new 
marketing  initiatives 
designed  to  increase  sales 
to  existing  customers  by 
building  closer  relation¬ 
ships  with  them.  Private 
shopping  nights  for  credit 
card  customers  and  new 
one-day  sales  on  home- 
related  merchandise  were 
implemented  during  the 
year.  In  addition,  the  divi¬ 
sion  began  testing  a  co¬ 
branded  Premier  VISA  card 
to  targeted  customers.  A 
major  remodel  of  Bloom- 
ingdale’s  Short  Hills,  NJ, 
store  was  completed  suc¬ 
cessfully.  New  remodeling 
projects  were  scheduled 
for  stores  in  Chicago; 
Chestnut  Hill,  MA;  and 
King  of  Prussia,  PA. 


Seattle,  WA 

Principals _ 

Thomas  P.  Handle, 

Chairman/CEO 

Ira  S.  Picked, 

President 

Annual  Sales 

1994  Sales:  $873  million 
1993  Sales:  $827  million 

Stores/States 

40  stores  in  Idaho, 
Montana,  Oregon, 
Washington 
and  Wyoming 

Future  New  Stores 

Silverdale,  WA  1995 
(furniture  store) 

Olympia,  WA  1 995 
(furniture  store) 

Billings,  MT  1997 
Kalispell,  MT  1997 
Wenatchee,  WA  1997 

Other  News _ 

Strong  comp-store  sales 
growth  continued  at  The 
Bon  Marche,  and  a  new' 
location  was  opened  in 
Puyallup,  WA.  Projects  to 
remodel  and  expand  stores 
in  Bellevue  and  Olympia, 
WA,  were  completed  suc¬ 
cessfully.  The  Bon  con¬ 
verted  leased  shoe  depart¬ 
ments  to  store  ownership 
in  1994  and  increased  sales 
significantly  in  that  impor¬ 
tant  merchandise  category. 
A  program  to  receive, 
check  and  mark  goods 
sourced  in  New  York  at  the 
Lazarus  distribution  center 
in  Cincinnati  was  imple¬ 
mented  to  speed  through¬ 
put  of  merchandise,  reduce 
costs  and  relieve  pressure 
on  The  Bon’s  own  distrib¬ 
ution  centers. 


Miami.  FL 
Principals 

Howard  Socol, 

Chairman/CEO 

Michael  J.  Osborn, 

President 

J.  David  Scheiner, 

Vice  Chairman 
Annual  Sales 

1994  Sales:  $1,259  million 
1993  Sales:  $1,223  million 

Stores/States 
46  stores  in  Florida 
Future  New  Stores 

Seminole,  FL  1995 
Vero  Beach,  FL  1997 

Other  News _ 

Burdines  opened  four 
new  stores  in  1 994  - 
replacements  in  Cutler 
Ridge  and  Lakeland,  and 
new  locations  in  Port 
Charlotte  and  Brandon.  In 
addition,  execution  of  a 
tw'o-store  strategy  was 
completed  in  four  malls  - 
Dadeland,  W'est  Dade, 
Coral  Square  and  Ft. 
Myers.  Already  known  for 
outstanding  merchandis¬ 
ing  in  its  markets, 
Burdines  announced  plans 
in  1994  to  add  sizzle  to 
its  marketing  efforts  with 
a  one-hour,  televised  fash¬ 
ion  news  show  that 
replaces  its  traditional 
spring  fashion  catalog. 
Technological  innovations 
included  a  new  advertis¬ 
ing  system  which  allows 
for  electronic  proofing. 


**NOTE:  Sales  for  Macy’s  divi¬ 
sions  are  included  for  periods 
prior  to  acquisition. 


macy’s  m 

jirdin  marsh 

Headquarters 

New  York,  NY 
Principals _ 

Harold  D.  Kahn, 

Chairman/CEO 
James  E.  Gray, 
President 
David  Suliteanu, 

Vice  Chairman 
Annual  Sales** 

1994  Sales:  $4,889  million 
1993  Sales:  $4,782  million 

Stores/States 

72  Macy’s  stores  and  one 
A&S  store  (as  of  4/30/95) 
in  Alabama.  Connecticut, 
Delaware,  Florida, 
Georgia,  Louisiana,  Mary¬ 
land,  New  Jersey,  New' 
York.  Pennsylvania  and 
Virginia;  19  Jordan  Marsh 
stores  in  Connecticut, 
Maine.  Massachusetts, 

New  Hampshire,  New  York 
and  Rhode  Island 

Future  New  Stores 
Miami,  FL  19% 

Other  News _ 

Effective  with  the  merger 
of  Federated  and  Macy’s, 
the  A&S/Jordan  Marsh 
division  of  Federated  was 
consolidated  with  Macy’s 
East  -  forming  the  com¬ 
pany’s  largest  division. 
Division  headquarters  were 
consolidated  in  Manhattan, 
and  plans  were  announced 
to  convert  all  A&S  stores 
to  Macy’s,  Stem's  or 
Bloomingdale’s.  In  addi¬ 
tion,  two  stores  were 
divested.  New  locations 
opened  during  the  year 
included  full-line  Jordan 
Marsh  stores  in  Salem.  NH. 
and  Natick,  MA,  as  well 
as  a  Jordan  Marsh  furni¬ 
ture  store  in  Framingham, 
MA.  The  division  will  be 
investing  about  S25  million 
in  store  improvements  and 
remodels  in  1995  for  A&S 
stores  being  converted  to 
the  Macy  s  nameplate. 


macy*s  m 

BULLOCKS 

Headquarters 

San  Francisco,  CA 
Principals _ 

Michael  Steinberg, 
Chairman/CEO 
Daniel  H.  Edelman, 

Vice  Chairman 
Rudolph  J.  Borneo, 
President 

Annual  Sales* * 

1994  Sales:  $2,335  million 
1993  Sales:  $2,368  million 

Stores/States 

36  Macy’s  stores  in 
California,  Minnesota, 
Nevada  and  Texas; 

20  Bullock  s  stores  in 
California  and  Nevada 

Future  New  Stores 

Former  I.  Magnin  locations 
in  Palm  Desert,  Woodland 
Hills,  Stanford,  Palos 
Verdes,  Newport  Beach 
and  Walnut  Creek.  CA, 
being  converted  to  Macy's 
or  Bullock’s  in  1995; 
Fresno,  CA  1995  (home 
store) 

Other  News _ 

Profit  performance 
improved  dramatically 
in  1 994  through  strong 
expense  management, 
increased  use  of  technol¬ 
ogy  and  newr  distribution 
center  improvements.  The 
division  opened  a  new 
furniture  store  in  Reno.  NY 
and  a  new  full-line  home 
store  in  Las  Vegas  during 
the  year.  Macy’s  West 
pulled  together  to  reopen 
stores,  assist  affected 
employees  and  support 
the  community  following 
the  California  earthquake, 
which  damaged  four 
stores.  A  severely  dam¬ 
aged  store  -  in  Sherman 
Oaks  -  reopened  in  the 
spring  of  1994,  and  the 
Bullock  s  Northridge 
store  is  scheduled  to 
reopen  in  August  1995. 
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KICHB 

LAZARUS 


Headquarters 

Atlanta,  GA 

Principals _ 

Russell  Stravitz, 
Chairman/CEO 
Susan  Kronick, 

President 

Jeremiah  J.  Sullivan, 

President/Lazarus 

Annual  Sales 

1994  Sales:  $2,130  million 
1993  Sales:  $1,894  million 

Stores/States 

20  Rich's  stores  in 
Alabama,  Georgia  and 
South  Carolina;  5  Gold¬ 
smith  s  stores  in  Tennessee; 

5 1  Lazarus  stores  in 
Indiana,  Kentucky,  Ohio, 
Pennsylvania  and  West 
Virginia 

Future  New  Stores 

Cincinnati.  OH  1997 
Columbus,  OH  1997 
Memphis,  TN  1997 

Other  News _ 

The  consolidation  of 
the  Lazarus  division  into 
Rich's/Goldsmith's 
became  effective  March  1, 
1995.  Rich's/Goldsmith’s 
turned  in  impressive  comp- 
store  sales  growth  and 
profit  increases  during  the 
year,  while  also  expanding 
and  remodeling  stores  in 
Georgia,  Tennessee  and 
Alabama.  Lazarus  opened 
a  new  location  in  Dayton, 
OH.  in  1994,  while  Rich’s 
completed  a  highly  suc¬ 
cessful  first  full  year  for  its 
newest  location  in  Alpha¬ 
retta.  GA.  Earlier  in  1994, 
the  Joseph  Home  Company 
of  Pittsburgh  was  acquired 
and  its  1 0  stores  were 
converted  to  Lazarus. 


Support  Operations 


STERN’S 

Headquarters 

Paramus,  NJ 

Principals _ 

Matthew  D.  Serra, 

Chairman/CEO 

Leonard  Marcus, 

President 

Annual  Sales 

1994  Sales:  $707  million 
1993  Sales:  $675  million 

Stores/States 

26  stores  (as  of  4/30/95) 
in  New'  Jersey  and 
New  York 

Other  News _ 

With  the  merger  of 
Federated  and  Macy’s, 
Stern’s  has  developed 
into  the  company’s  mod¬ 
erate-priced  department 
store  vehicle.  As  part  of 
that  process,  five  new' 
Stem’s  stores  will  appear 
in  the  New  York/New 
Jersey  marketplace  as  five 
A&S  stores  are  converted 
to  the  Stem’s  nameplate. 

A  newr  Stern’s  in 
Ledgewood,  NJ,  opened 
successfully  during  the 
year,  and  remodeling 
projects  are  about  to 
begin  at  its  Roosevelt 
Field,  Cross  County  and 
Paramus  locations. 

Stem’s  also  announced  an 
agreement  with  Associated 
Merchandising  Corpora¬ 
tion  for  sourcing  of  pri¬ 
vate  label  merchandise 
programs. 


The  FACS  Group 

Financial  and  Credit 
Services  Group 

Headquarters 

Cincinnati,  OH 
Principal 

James  J.  Amann, 

President 

FACS  continued  to  expand 
its  role  as  Federated's  cen¬ 
tralized  credit  operation, 
and  grew  to  handle  accounts 
payable,  benefits  and 
medical  and  dental  claims 
processing  for  all  divisions. 
FACS  moved  into  its  new' 
200,000-square-foot 
headquarters  facility  in 
Cincinnati  in  October. 

FSG 

Federated  Systems  Group 

Headquarters 

Atlanta,  GA 

Principal _ 

Lawrence  E.  Honig, 

President 

FSG  continued  to  support 
the  rapidly  advancing  tech¬ 
nology  used  across 
Federated.  In  addition  to 
consolidating  systems  of 
Federated  and  Macy’s 
stores  after  the  merger. 

FSG  prepared  to  intensify 
its  focus  on  creating  and 
rolling  out  in  1995  user- 
friendly  computer  operat¬ 
ing  systems. 

FM/MPD 

Federated  Merchandising 
and  Macy’s  Product 
Development 

Headquarters 

New  York,  NY 
Principals _ 

Terry  J.  Lundgren, 

Chairman/CEO 
Richard  Crystal, 

Chairman,  Macy's 
Product  Development 
(MPD) 

VV.  Jay  Carothers, 

President,  FM  and  MPD 

Integration  between 
Federated  Merchandising 
and  Macy's  Product 


Development,  a  premier 
private  label  design  and 
sourcing  operation,  is  well 
underway.  FM’s  role  is  to 
identify  and  evaluate  mer¬ 
chandise  bought  by  divi¬ 
sions.  During  1994,  FM 
developed  a  new  merchan¬ 
dising  model,  strengthened 
its  human  resources  at  all 
levels,  and  led  an  effort  to 
intensify  core  vendors. 

FL 

Federated  Logistics 

Headquarters 

Secaucus,  NJ 

Principal _ 

Tom  Cole, 

President 

This  newr  support  division 
was  formed  in  1994  to 
coordinate  merchandise 
distribution  and  logistics 
functions  and  vendor  tech¬ 
nology  across  the  company, 
w'ith  particular  focus  on 
the  northeastern  U.S. 

Specialty 

Retailing 

Aeropostale 
Charter  Club 

Headquarters 

New  York,  NY 
Principal _ 

Richard  Crystal, 

Chairman 

Annual  Sales*  * 

1994  Sales:  S128  million 

1993  Sales:  $94  million 

Siqres/States 

92  Aeropostale  specialty 
stores  and  30  Charter 
Club  specialty  stores 
operating  in  20  states 

This  profitable  specialty 
store  group  expanded  in 

1994  w  ith  36  new  stores 
and  28  complete  or  partial 
remodels.  A  newr  Charter 
Club  prototype  was  opened 
during  the  year  in 
Virginia,  and  the  first 
free-standing  Manhattan 
location  was  launched. 


Bloomingdale's 
by  Mail  Catalog 

Headquarters 

Cheshire,  CT 
Principal _ 

Philip  Blanco, 

President 

Annual  Sales 

1994  Sales:  $105  million 

1993  Sales:  $99  million 

Bloomingdale’s-By- 
Mail,  Ltd.,  which  oper¬ 
ates  separately  from 
Bloomingdale’s  stores, 
continued  to  proliferate 
as  one  of  America’s  pre¬ 
mier  national  fashion  cat¬ 
alogs.  More  than  1 50,000 
new  customers  were 
added  to  its  data  base  in 
1 994,  as  orders  were 
filled  from  all  50  states 
and  more  than  a  dozen 
other  countries. 

Macy's  Close-Out 

Headquarters 

Mount  Olive,  NJ 
Principal _ 

Ed  Morenberg, 

President 

Annual  Sales* * 

1994  Sales:  $83  million 
1993  Sales:  $75  million 

Stores/States 

1 4  clearance  stores  oper¬ 
ating  in  1 0  states 

More  than  eight  million 
units  of  merchandise  were 
cleared  in  1 994,  while  a 
buying  organization  and 
direct  purchase  program 
w-ere  established  to  bal¬ 
ance  assortments  and 
address  seasonality  issues. 
Sales  promotions  were 
expanded  through  a  fre¬ 
quent  shopper  program 
and  the  availability  of  gift 
certificates  and  senior-citi¬ 
zen  discounts.  Stores 
include  a  new  Indianapolis 
location,  the  fourth  new 
Macy's  Close-Out  in  the 
past  two  years. 


Federated's  Accressive  Vision  for  the  Future 
Seeks  to  Build  Upon  a  Track  Record 
of  Performance  Improvement 


In  1994,  we  recreated  our  company,  increasing  its  size 
and  exponentially  increasing  its  earnings  potential  for  the 
longer  term.  Now,  in  1995,  we  are  directing  our  efforts  on 
beginning  to  realize  the  benefits  inherent  in  Federated's 
merger  w  ith  R.H.  Macy  &  Co. 

With  the  acquisition  of  Macy’s,  Federated  now'  is  the 
nation's  largest  department  store  retailer,  wdth  355  stores 
in  the  major  metropolitan  markets  of  35  states.  The  size 
and  scope  of  our  presence  in  American  retailing  gives  us  a 
unique  opportunity  to  define  the  department  store  for  the 
balance  of  the  1990s,  and  to  shape  its  future  as  we 
approach  the  new’  century  that  is  only  56  months  away. 

As  Federated  shareholders,  we  want  you  to  understand 
our  vision  for  this  new  company  —  our  plans  for  increasing 
sales  and  operating  efficiencies,  our  merchandising  and 
growth  strategies,  our  financial  outlook.  So  throughout 
this  year’s  annual  report,  we  strive  to  tell  you  as  much 
as  we  can  about  each  of  these  important  issues,  as  w'ell  as 
to  give  you  an  update  on  howr  our  combination  w'ith  Macy’s 
is  progressing. 

Before  we  take  a  look  back  at  our  performance  in  Fiscal 
1994  —  and  ahead  to  our  plans  for  1995  and  beyond  — 
we  want  to  publicly  recognize  and  thank  our  employees. 
Federated  associates  at  every  level  of  the  company  con¬ 
tributed  meaningfully  and  significantly  to  our  accom¬ 
plishments  in  the  last  year.  Without  their  dedicated  efforts, 
we  could  not  have  achieved  success  in  running  the  business 
day-to-day,  while  accomplishing  all  that  we  did  to  benefit 
Federated  and  its  shareholders  in  the  longer  term.  For  their 
many  contributions,  and  for  so  very  much  more  that  other¬ 
wise  might  go  unrecognized,  wre  say  thank  you. 
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Solid  1994  SAlES/EARNiNqS  PERfORMANCE 

Comparisons  are  difficult  in  such  a  year,  when  through 
mergers  and  acquisitions  the  company  grew  significantly  in 
both  size  and  sales  volume.  Still,  there  are  basic  measures 
of  progress  —  comparable-store  sales  increases,  expense 
reduction,  operating  income  and  earnings  exclusive  of 
acquisitions  and  consolidation  expenses  —  and  by  these 
measures.  Federated  clearly  had  a  very  good  1994. 

Sales  in  fiscal  1994  totaled  $8,315.9  million,  including 
$608.4  million  from  sales  at  Macy’s  for  the  six-week 
post-merger  period.  This  compares  to  sales  of  $7,229.4 
million  for  the  prior  fiscal  year.  On  a  comparable-store 
basis,  sales  increased  3.1  percent  for  the  year,  wrhich  met 
our  expectations. 

Selling,  general  and  administrative  expenses  continued 
to  decline  as  a  percent  of  sales,  dropping  to  30.7  percent  in 
1994.  This  is  a  nearly  five-point  reduction  in  Federated’s 
expense  rate  over  the  last  four  years,  reflecting  continued 
centralization  of  key  support  functions,  as  well  as 
consolidations  of  divisional  operations  and  the  elimination 
of  functional  redundancies  in  areas  of  the  business  invisible 
to  the  customer. 

Inclusive  of  acquisitions  and  consolidations.  Federated 
reported  Fiscal  1994  net  income  of  $187.6  million  or  $1.41 
a  share.  This  compares  to  income  before  an  extraordinary 
item  of  $196.8  million  or  $1.56  a  share  for  the  previous 
fiscal  year.  Including  the  extraordinary  item  that  was 
related  to  the  prepayment  of  long-term  debt.  Federated’s 

1993  net  income  totaled  $193.2  million  or  $1.53  a  share. 

The  company’s  1994  results  include  operations  of  the 

Joseph  Horne  Co.  of  Pittsburgh  after  its  May  26,  1994 
acquisition,  and  R.H.  Macy  &  Co.  after  its  December  19, 

1994  acquisition.  Last  years  results  also  reflect  the  impact  of 
higher  interest  expense  and  the  increase  in  shares  outstanding 
to  finance  the  acquisitions,  as  well  as  $85.9  million  in 
expenses  (before  income  taxes)  or  39  cents  a  share  for 
business  integration  and  consolidation.  These  business 
integration  and  consolidation  costs  relate  to  the  Home’s  and 
Macy's  acquisitions,  as  well  as  to  the  ongoing  consolidation 
of  the  company’s  Rich’s/Goldsmith’s  and  Lazarus  divisions. 

Because  the  Macy’s  acquisition  was  completed  near  the 
end  of  the  fiscal  year  and  —  along  with  all  business 
integration  and  consolidation  costs  —  significantly 
impacted  1994  results,  we  are  supplying  additional  data  for 
analytical  purposes  only.  We  believe  they  provide  a  clearer 
fciapples-to-apples”  measure  of  howr  our  business  performed 
in  1994,  excluding  the  impact  of  business  integration  and 
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consolidation  costs,  and  excluding  the  impact  of  the 
Macy’s  acquisition  on  Federated’s  consolidated  operations, 
interest  expense  and  per-share  earnings. 

We  are  pleased  to  report  that  on  this  basis,  Federated’s 
operating  income  would  have  been  $654.2  million  and  net 
income  would  have  been  $263.0  million  or  $2.08  a  share, 
compared  to  Fiscal  1993  income  (before  an  extraordinary 
item)  of  $196.8  million  or  $1.56  a  share. 

Also  of  considerable  significance  is  the  fact  that  we 
achieved  our  long-standing  goal  for  improved  EBITDA  in 
Fiscal  1994.  Since  1992,  we  consistently  have  said  that  we 
wanted  to  reach  an  EBITDA  margin  of  1 1-13  percent  in  the 
1995-1997  timeframe.  Federated’s  1994  EBITDA  —  or 
earnings  before  interest,  taxes,  depreciation,  amortization, 
and  last  year’s  unique  business  integration  and 
consolidation  expenses  —  increased  to  $907  million  or 
1 1.8  percent  of  sales  on  an  analytical  basis,  up  from  $762 
million  or  10.5  percent  of  sales  in  1993. 

Our  Vision  f or  FEdERATEd 

Our  successful  conclusion  of  the  R.H.  Macy  &  Co. 
acquisition  goes  a  long  way  toward  ensuring  that 
Federated  will  be  one  of  the  leaders  in  the  dynamic  retail 
industry  into  the  next  century.  Retailing  constantly  deals 
with  change,  as  new  retail  formats  rise  and  fall,  reflecting 
the  continuing  evolution  of  customer  tastes  and  preferences. 
A  successful  retailer  is  one  who  can  adapt  to  such  change 
— who  can  anticipate  it,  welcome  it,  manage  it  to  the 
benefit  of  the  company,  its  shareholders  and  employees. 

We  believe  the  new  Federated  is  one  of  those  companies, 
and  that  in  the  years  just  ahead  this  company  will  play  an 
increasingly  prominent  and  successful  role  in  defining 
the  future  of  American  department  store  retailing. 

Upon  acquiring  Macy’s,  Federated  again  became  a  truly 
national  company,  with  a  strong  presence  on  both  the  east 
and  west  coasts,  and  in  most  economically  strong  cities 
and  regions  in  between.  The  size  and  scope  of  this  new 
company  is  important  to  you,  as  a  shareholder,  primarily 
because  of  the  increased  ability  it  provides  in  further 
enabling  us  to  lower  our  cost  structure  on  behalf  of  the 
customer.  This,  in  turn,  allows  us  to  deliver  more  value  to 
a  marketplace  that  demands  value  above  all  else.  As  costs 
decrease  and  value  for  the  customer  increases,  so  do  sales 
and,  concurrently,  earnings. 

Federated,  with  the  Macy’s  divisions  now  operating 
under  our  corporate  umbrella,  will  be  able  to  deliver  this 
all-important  value  to  the  customer  to  an  extent  that  neither 
Federated  nor  Macy’s  could  have  done  on  its  own. 

(continued  pg.  6) 
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PRioRiiirs  foR  ilu  Year  APfacJ 

Now  that  the  Macy’s  acquisition  is  completed  there  is 
considerable  work  to  be  done.  And  our  corporate  priorities 
for  1995  are  clear: 

■  To  effect  a  smooth  transition  of  Macy’s  into 
Federated’s  business,  so  we  can  begin  to  tap  into  the 
full  potential  for  sales  and  earnings  growth. 

■  To  focus  on  successfully  consolidating  our  divisions 
in  the  northeast,  where  we  have  merged  our 
A&S/Jordan  Marsh  operations  into  Macy’s  East,  and 
in  the  south-central  region,  where  Lazarus  is  being 
consolidated  into  Rich  s/Goldsmith’s  in  Atlanta. 

■  To  develop  a  common  merchandising  process  that 
identifies  and  encompasses  the  one-best-practice 
of  Federated  or  Macy’s. 

■  To  take  advantage  of  the  expertise  of  the  Macy’s 
Product  Development  organization,  and  thereby 
increase  Federated’s  private  label  capabilities. 

■  To  continue  to  look  for  growth  opportunities  that  make 
sense  for  Federated  whether  they  be  acquisition  oppor¬ 
tunities  such  as  Home's,  which  enabled  us  to  add  10 
new  stores  and  one  new  state  to  the  Lazarus  market 
portfolio,  or  other  areas  of  expansion. 

As  we  set  about  implementing  our  priorities  for  the  year 
ahead  it  is  important  to  note  that  our  underlying  strategies 
for  running  the  business  have  not  changed.  We  will  continue  to 
rely  on  Federated  Merchandising  and  the  team  process  for 
merchandising,  although  we  will  be  refining  this  to  absorb 
the  best  practices  of  the  Macy’s  organization  into  ours. 

We  will  continue  to  focus  on  inventory  management  and 
store-level  execution  of  our  strategies,  to  ensure  that  they 
become  effective  tools  in  the  day-to-day  operation  of  our 
business,  and  that  they  enable  us  to  drive  sales  to  meet  our 
objectives  for  sales  growth  across 
the  company.  We  will  continue 
emphasizing  capital  expenditures, 
with  a  total  of  about  S700  million  a 
year  budgeted  for  new  store 
construction,  store  remodels  and 
expansions,  and  new'  technology  in 
each  of  the  next  four  years;  and  we 
will  continue  to  focus  on  reducing 
costs  and  aligning  levels  of  pay  with 
levels  of  performance. 

Our  plans  for  1995  also  include 
taking  an  objective  look  at  the 
potential  for  Federated  inherent  in 
Macy’s  specialty  stores,  a  national 


catalog  business  and  Macy's  initial 
venture  into  electronic  retailing. 

While  w'e  are  firmly  committed  to 
building  on  Federated  s  future  as  a 
department  store  retailer,  we  rec¬ 
ognize  the  value  in  being  able 
to  examine  more  closely  how  we 
might  learn  and  benefit  from  these 
other  formats,  and  from  having  the 
time  and  opportunity  to  do  so.  That 
is  our  intent  in  the  months  ahead. 

We  also  plan  to  continue  devel¬ 
oping  Federated’s  already 
strong  management  team,  both  in 
our  central  corporate  operations  and 
in  our  operating  divisions.  In  the  last  year,  we  have  been 
fortunate  to  add  a  number  of  strong  Macy’s  managers 
to  our  management  team,  and  to  bring  to  Federated’s 
board  of  directors  the  considerable  talents  and  expertise 
of  four  individuals  who  previously  served  on  the  board  of 
R.H.  Macy  &  Co.,  Inc.  —  Gertrude  G.  Michelson, 
Laurence  A.  Tisch,  Sr..  Myron  E.  UHman  and  Paul  W.  Van 
Orden.  We  are  very  pleased  to  have  them  on  our  board, 
and  we  look  forward  to  their  contributions  in  the 
months  ahead. 

These  are  our  plans,  our  priorities,  our  strategies, 
our  expectations  for  the  year  ahead.  We  think  it  w  ill 
be  an  exciting  and  fulfilling  one,  for  both  Federated 
and  its  shareholders.  We  think  you’ll  be  pleased  with  the 
progress  we  make  in  the  year  ahead  —  and  we  hope 
you’ll  be  pleased,  as  well,  with  the  results. 


Allen  Ouestrom 

Chairman/ Chief  Executiw  Officer 


James  M.  Zimmerman 

Pres  ident  Ch ief  Operating  (Officer 
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Total  Sales 


92  93  94 


Operating  expenses 

(X  of  soles) 


92  93  94 
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A  Belief  iN 

DepARTMeNT 

SroRes 


Federated's  acquisition  of  Macy's  is 
rooted  in  the  firm  belief  that  department 
stores  are  a  highly  desirable  retail  vehicle  to 
serve  American  consumer  needs  today  and 
into  the  future.  Unlike  specialty  or  niche 
retailers  who  can  be  vulnerable  to  fashion 
fads,  department  stores  provide  a  broad 
array  of  merchandise  for  every  member  of 
the  family,  as  well  as  for  the  home.  And 
when  fashion  changes,  department  stores 
have  the  ability  to  change  right  along  with  it 
—  keeping  pace,  evolving,  remaining 
current  with  both  fashion  and  the  customer. 

In  an  era  when  time  is  increasingly 
valuable  —  and  consumers  place 
convenience  at  a  premium  —  department 
stores  offer  the  opportunity  for  one-stop 
shopping.  And  in  Federated's  cose,  with  a 
$14  billion  sales  base,  the  department  store 
offers  the  added  premium  of  value  that 
comes  from  volume  and  size. 

Federated  believes  that  delivering 
increased  value  to  customers  is  key  to 
maximizing  the  advantages  of  department 
stores.  Consumers  have  demonstrated  they 
prefer  the  department  store  format  and  the 
selection  and  convenience  it  offers,  but  at 
the  same  time  they  want  an  assurance  that 
our  everyday  prices  represent  credible  value. 

Eventually,  economics  may  dictate  that 
only  a  handful  of  department  store 
companies  will  remain  viable  competitors  in 
tomorrow's  retail  marketplace.  Federated 
believes  that  to  be  successful  tomorrow, 
department  stores  must  find  more  ways 
today  to  develop  organizational  talents, 

(continued  pg.  9) 


On  December  19,  1994,  Federated  completed  its 

|  acquisition  of  R.H.  Macy  &  Co.,  Inc.,  thus  creat¬ 
ing  a  new  company  with  more  than  S14  billion  in 
annual  sales  and  355  department  stores  in  35  states  —  the 
nation’s  largest  department  store  retailer  and  a  company 
that  is  truly  greater  than  the  sum  of  its  parts. 

More  importantly,  however,  the  combination  of 
Federated  and  Macy’s  created  an  equation  that  gives 
Federated  the  unique  opportunity  to  be  the  best,  the 
foremost  operator  of  department  stores  in  the  world  going 
into  the  next  millennium.  By  maximizing  the  strengths  of 
our  combined  company,  Federated  believes  it  can  offer 
customers  improved  merchandise  assortments  and  better 
value.  Shareholders  benefit  through  greater  earnings 
growth  potential.  Employees  can  take  advantage  of  more 
opportunities  for  advancement  and  personal  growth. 

The  acquisition  of  Macy’s  brought  together  two  of  the 
most  formidable  and  resourceful  retailers  of  their  kind 
each  contributing  particular  strengths  and  expertise  to 
form  a  larger  and  stronger  company.  In  addition  to  a 


\ 
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strong  merchandising  organization.  Federated  has  earned  its 
reputation  for  generating  increased  profitability  through 
disciplined  management  and  skill  in  improving  operating 
efficiencies.  Macy’s,  which  is  known  for  its  energetic  and 
imaginative  merchandising  approaches,  also  maintains 
highly  developed  proprietary  product  development  and 
private  label  programs  that  will  add  to  Federated’s  strengths 
on  the  merchandising  side  of  the  equation. 

Together,  our  success  in  this  new,  combined  company 
will  come  from  carefully  integrating  the  best  merchan¬ 
dising  and  operating  practices  of  Federated  and  Macy’s, 
while  continuing  to  refine  and  extend  the  core  strategies 
that  have  made  Federated  successful  over  the  past  several 
years.  And  it  will  come  from  empowering  our  people  to  be 
creative  and  innovative  as  they  remain  laser-focused  on 
implementing  these  strategies  and  delivering  their  plans. 

Accomplishing  this  will  allow  us  to  capitalize  on  our 
investment  and  to  set  a  pace  that  will  provide  the  basis  for 
propelling  Federated  —  and  with  it,  the  entire  department 
store  industry  —  to  a  new  and  higher  standard  of  performance. 


(continued) 

leverage  expenses  and  create  economies  of 
scale  that  will  deliver  value  through  lower 
prices  for  high-quality  goods.  Our  acquisition 
of  Macy's  allows  us  to  do  all  of  those  things, 
thereby  helping  to  ensure  that  Federated  will 
be  one  of  the  leaders  in  the  dynamic  depart¬ 
ment  store  sector  well  into  the  next  century. 

On  FiRM 

FiNANCiAl  FooriNq 

Federated's  ability  to  pursue  its 
acquisition  of  Macy's  is  derived  from  the 
company's  strong  financial  performance  in 
the  last  three  years  —  and  in  the  credibility 
Federated  earned  in  the  industry  and  in  key 
financial  markets  during  that  period. 

Total  and  comparable-store  sales,  as  well 
as  earnings,  grew  steadily  since  1992,  while 
expenses  dropped  significantly  as  a  percent 
of  sales.  In  1994,  Federated  achieved  its 
goal  of  reaching  EBITDA  margin  of  1 1  to  13 
percent  by  the  1995  to  1997  period  —  a 
measure  of  earnings  before  interest,  taxes, 
depreciation,  amortization,  and  business 
integration  and  consolidation  expenses  as  a 
percentage  of  sales,  that  was  delivered  a  full 
year  ahead  of  schedule.  Our  1994  EBITDA 
margin  of  1 1 .8  percent  on  an  analytical 
basis  places  Federated  among  the  leaders 
in  our  industry. 

Learning  from  mistakes  by  many 
companies  and  industries  in  the  1980s, 
Federated  expects  to  maintain  its  firm 
financial  footing  in  the  years  ahead.  Our 
debt-to-capitalization  ratio  was  a  reasonable 
56.3  percent  at  the  point  of  the  Macy's 
acquisition,  and  is  projected  to  fall  below  50 
percent  after  1996.  Federated's  capital 
structure  is  healthy,  allowing  flexibility  as 
strategic  growth  opportunities  arise. 
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Macy's 


Maty's  East  brought  into  the  Federated  fold  a  group  of  64  department 
stores  in  1 1  states  along  the  Atlantic  seaboard,  including  the  fabled 
Macy's  flagship  store  on  Herald  Square  in  Manhattan.  Federated 
consolidated  Macy's  East  and  its  own  A&S/Jordan  Marsh  division,  integrated 
central  office  groups  of  the  two  organizations,  and  is  converting  the  nameplates  of 
all  A&S  stores  —  some  to  Macy's,  and  others  to  Stern's  or  Bloomingdale's. 

By  mid- 1995,  the  new  Macy's  East  division  of  Federated  will  operate  92  stores 
—  73  Macy's  and  1 9  Jordan  Marsh  —  stretching  across  1 5  s|Hes  from  Maine  to 
Florida  and  generating  more  than  $4.6  billion  in  annual  sqjn.  N 
Managing  the  largest  single  deportment  store  division  in  ^Wnericaisp 
daunting  task.  But  at  the  Macy's  East  helm  is  a  strong  management  twfyheaded 
by  Chairman  Harold  D.  Kahn,  President  James  E.  Gray  and  Vice  Chairman  Davjd^ 

Suliteanu.  '  ( 
Reinforcing  the  ' 
Macy's  East  business  „ 

'  is  a  new  Federated 

Logistics  organiza- 

m  ^  ;  tion,  established  in 

J  ■  October  1994  to  sup- 

rport  greater  needs 
for  distribution,  tech¬ 
nology  and  vendor 
logistics  in  the 
northeast  U.S.  Based 
in  Secaucus,  NJ, 
under  the  direction  of 
President  Tom  Cole, 
Federated  Logistics  is 

responsible  for  logistics  coordination  and  policy  development  for  the  total  company. 

In  addition,  it  is  directly  responsible  for  distribution  and  transportation  functions  for 
the  Macy's  East,  Bloomingdale's  and  Stern's  divisions. 

The  Macy's  East  division  is  focusing  its  efforts  during  1995  on  restoring 
stability  following  a  period  of  significant  changes.  It  also  is  putting  into  place  strate¬ 
gies  for  taking  full  advantage  of  opportunities  for  increased  operating  efficiencies. 
Beginning  in  Fiscal  1996,  Federated  expects  to  realize  expense  savings  of  more  than 
$50  million  annually  from  the  Macy's  East  consolidation,  excluding  one-time  costs 
associated  with  the  combination. 
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On  the  West  Coast,  the  Macy's  acquisition  has  meant  a 

significantly  enhanced  presence  for  Federated.  The  Macy's  West 
division  includes  36  Macy's  stores,  primarily  in  northern  California, 
as  well  as  in  Texas,  Nevada  and  Minnesota.  The  Macy's  flagship  on  San 
Francisco's  Union  Square  is  a  West  Coast  landmark.  In  addition,  Macy's  West 
operates  20  Bullock's 
stores  primarily  in  southern 
California,  as  well  as  ; 

Nevada.  In  all,  Macy's 
West  to 

generate  sales  about 

$2.5  billion  a  year.  1  C_L  BBF 


The  nter^Wled 


fnettin  Marche  division 
of  Federated,  the  Pacific 
Northwest's  leading 
department  store  operator. 

California  represents 
the  nation's  largest  market, 
where  trends  are  set  in 
fashion,  entertainment  and 
technology.  Thus,  Federated's  presence  on  the  West  Coast  holds  important 
implications  for  the  company  as  a  whole. 

The  top  priority  at  Macy's  West  in  1995  is  to  gain  strength  and 
momentum  in  an  atmosphere  that  is  more  stable  and  secure  in  the  coming 
year.  Macy's  West  has  performed  well,  despite  enduring  a  great  deal  of 
uncertainty  in  recent  years.  Macy's  West  is  headed  by  an  exceptionally 
talented  management  team  of  Chairman  Michael  Steinberg,  Vice  Chairman 
Daniel  H.  Edelman  and  President  Rudolph  J.  Borneo. 

In  the  immediate  future,  Macy's  West  will  be  converting  six  prime 
locations  from  I.  Magnin,  which  was  liquidated  in  late  1 994,  to  Macy's  or 
Bullock's  nameplates.  In  addition,  the  division  will  be  opening  a  new 
home  furnishing  gallery  in  Fresno,  its  seventh  freestanding  home  store 
operation,  and  reopening  the  Northridge  Bullock's  store,  which  has  been 
■Bod  since  the  1 994  southern  California  earthquake. 


Macy's  PRoducr  DeveIopment  JoiNS 
wirl-i  FEdERATEd  MERcliANdisiNq 


Clearly,  merchandising  is  a  strength  at  Macy’s.  At  the  heart  of  that 

capability  is  Macy's  Product  Development  (MPD).  which  brings  to  an 
already-strong  Federated  Merchandising  (FM)  organization  a  new  depth 
of  experience,  expertise  and  success  in  concepting.  developing  and  sourcing 
high-quality  private  label  goods. 

Since  the  Federated  acquisition  of  Macy's,  MPD  has  been  asked  to  take  on 
responsibility  for  overseas  product  sourcing  for  private  label  merchandise  sold  by 
five  Federated  divisions  —  Macy’s  East  and  West,  Burdines,  Rich’s/Lazarus  and 
The  Bon  Marche.  MPD  buying  offices  are  located  across  Europe  and  the  Far  East. 
Much  of  the  work  now  in  MPD's  purview  had  been  handled  outside  the 
company  by  Associated  Merchandising  Corporation,  which  now  will  handle 
overseas  sourcing  of  private  label  goods  for  Bloomingdale’s  and  Stem’s. 

Greater  proliferation  of  high-quality  private  label  merchandise  in 
Federated  divisions  is  a  key  merchandising  advantage  of  the  Macy’s 
acquisition  as  Federated  seeks  to  increase  its  private  label  penetration 
from  about  5  percent  of  sales  to  about  16  percent,  where  Macy’s  is  today. 

Private  labels  are  important  for  four  reasons.  First,  we  develop  private  label 
goods  when  our  buyers  cannot  find  merchandise  to  meet  specific  customer  needs. 
Second,  because  private  label  designs  and  brand  names  belong  to  us.  they  cannot 
be  found  in  other  stores,  thus  allowing  us  to  differentiate  our  offering  from  that 
of  competitors.  Third,  we  make  certain  that  private  label  goods  are  sourced  so  that 
cost  and  value  relationships  ensure  customers  of  the  very  most  for  their  dollars. 
Fourth,  the  exclusive  nature  of  private  labels 
gives  us  the  opportunity  to  grow  customer 
loyalty  to  the  brand  and  to  the  store. 

Integrating  FM  and  MPD  —  two 
accomplished  merchandising  organizations 
—  and  developing  a  comprehensive 
merchandising  strategy  for  the 
company,  under  the  direction  ofTerry 
Lundgren.  chairman  of  FM.  is  a 
significant  challenge  for  the  new 
Federated.  This  is  intended  to  be  a 
longer-term  initiative,  with  1995 
devoted  to  learning  and  under¬ 
standing  the  best  practices  of  FM, 

MPD  and  the  divisional  buying 
groups  at  Macy's  East  and  Macy’s 
West  as  they  relate  to  team 
merchandising  and  mer¬ 
chandising  processes. 


A  side  from  digesting  our  Macy’s  merger  —  and 
/  \  learning  as  much  as  possible  from  our  two  organi- 
/  \  zations  as  we  implement  best  practices  across 

the  combined  company  —  our  focus  in  the  coming  year 
will  be  fixed  on  giving  the  customer  what  she  wants. 

We  are  working  to  balance  quality  with  price  by 
reducing  our  operating  costs  so  we  can  buy.  distribute  and 
sell  branded  merchandise  for  less.  At  the  same  time,  we 
are  designing,  developing  and  sourcing  a  greater  percent¬ 
age  of  private  label  goods  so  we  can  offer  lower  prices, 
as  well  as  differentiate  our  merchandise  assortments. 

Our  methods  for  planning,  buying  and  distributing 
merchandise  assortments  efficiently  on  a  store-by-store 
basis  provide  Federated  the  opportunity  to  offer  the 
freshest  fashions  consistently  in-stock  and  in  the  right 
sizes  and  colors,  as  well  as  at  affordable  prices.  The 
emphasis  today  and  for  the  future  is  on  ensuring  that  in 
addition  to  fashion  for  the  season  ahead  customers  can 
also  find  in  our  stores  more  merchandise  that  is  immedi¬ 
ately  wearable  apparel  that  is  appropriate  for  the 
current  season  and  weather,  apparel  that  can  be  worn  the 
same  day.  This  strategy  pertains  to  fashion  basics,  as  well 
as  to  unique  items  and  accessories  that  appeal  to  the 
customer’s  sense  of  excitement. 

We  are  working  to  build  stronger  relationships  with 
core  vendors  who  provide  the  bulk  of  branded 
merchandise  we  sell.  At  the  same  time,  we  are  seeking  to 
expand  vendor  relationships  and  to  identify  new  resources 
who  can  supply  us  with  quality  merchandise  for  our 
customers,  as  well  as  fill  in  our  vendor  palette. 

Because  department  stores  have  the  unique  ability  to 
sell  a  broad  range  of  merchandise  to  the  same  customer,  we 
are  integrating  merchandise  assortments  across  our 
stores.  This  means  that  a  customer  who  is  attracted  by  a 
fashionable  new  dress  or  sweater  can  find  appropriate 
matching  shoes,  jewelry  and  other  coordinating  acces¬ 
sories  nearby.  In  a  larger  sense,  each  store  is  being 
merchandised  so  relative  price  points  in  all  departments 


—  from  women’s,  men’s  and  children’s  to  housewares 
and  electronics  —  consistently  appeal  to  the  same 
targeted  customer. 

In  the  last  five  years.  Federated  used  advances  in 
retail  technology  to  improve  significantly  its  ability  to 
bring  merchandise  to  the  sales  floor  faster,  replenish 
inventories  more  effectively,  speed  sales  transactions  and 
upgrade  customer  selling  service.  Yet  technology 
continues  to  change  and  improve,  and  we  have  not  yet 
maximized  the  benefits  we  can  capture  by  applying  new 
tools  and  developments  as  they  emerge.  An  investment  of 
about  $300  million  is  planned  for  additional  new 
technology  over  the  next  four  years. 

Every  Federated  store  has  a  high  minimum  stan¬ 
dard  for  ambiance.  Creating  store  environments  that  are 
inviting  and  exciting  support  our  merchandise 
assortments  and  fuel  sales  growth.  Dozens  of  Federated 
stores  have  benefited  in  recent  years  from  major 
remodels,  reallocating  more  space  to  fast-growth  mer¬ 
chandise  categories  and  upgrading  flooring,  lighting, 
fixturing  and  visual  presentation.  This  is  an  aggressive 
ongoing  process.  About  $1 .9  billion  in  capital  is 
allocated  for  remodeling  and  maintaining  existing  stores 
over  the  next  four  years. 

In  addition,  we  plan  to  open  an  average  of  five  to 
eight  new  department  stores  annually  —  and  perhaps 
more  as  we  fully  understand  the  potential  for  Macy’s  —  so 
we  can  fill  in  existing  markets,  replace  older  locations 
and  expand  to  adjacent  areas.  A  total  of  about  $600 
million  in  capital  is  allocated  for  this  purpose  in  the  1995- 
1998  period.  We  also  will  continue  to  seek  opportunities  to 
acquire  regional  department  stores  that  can  be  folded  into 
existing  divisions.  Our  acquisition  of  Horne’s  stores  in 
Pittsburgh  in  1994,  for  example,  was  a  prudent  expan¬ 
sion  of  Lazarus’  presence  in  a  large  adjacent  market. 

These  are  our  priorities.  This  is  our  plan.  This  is 
how  we  w'ill  be  working  to  define  department  stores  for 
the  2 1  st  Century. 
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The  approximate  number  of  Federated  shareholders  of  record,  as  of  January  28, 1995  was  5,485. 

As  of  that  date,  there  were  approximately  183  million  shares  of  Federated  common  stock  outstanding, 
excluding  shares  held  by  Federated. 

Quarterly  trading  volume  and  share  price  data  are  as  follows: 

Shores  Average  Prices 


1994 

Traded 

Daily  Volume 

Low 

High 

First  Quarter 

40,479,000 

653,000 

20  3/4 

251/4 

Second  Quarter 

36,099,000 

573,000 

19 

22  3/4 

Third  Quarter 

43,330,000 

677,000 

18  3/4 

23  5/8 

Fourth  Quarter* 

55,287,000 

892,000 

17  7/8 

20  7/8 

Shares 

Average 

Prices 

1993 

Traded 

Daily  Volume 

Low 

High 

First  Quarter 

37,408,000 

594,000 

173/8 

22  3/4 

Second  Quarter 

35,411,000 

562,000 

19 

25 

Third  Quarter 

61,991,000 

969,000 

18 

23  1/2 

Fourth  Quarter 

35,193,000 

559,000 

19  1/4 

231/8 

‘Note:  On  December  19, 1994,  Federated  issued  o  total  of  55.6  million  shares  of  common  stock 
(excluding  shares  issued  to  affiliates)  in  connection  with  the  acquisition  of  Macy's. 


SECURITIES  AND  EXCHANGE  COMMISSION 

WASHINGTON,  D.C.  20549 


FORM  10-K 


Annual  Report  Pursuant  to  Section  13 
of  the  Securities  Exchange  Act  of  1934 


For  the  Fiscal  Year  Ended 
January  28,  1995 


Commission  File  Number 
1-13536 


Federated  Department  Stores,  Inc. 

151  West  34th  Street 
New  York,  NY  10001 
(212)  695-4400 
and 

7  West  Seventh  Street 
Cincinnati,  Ohio  45202 
(513)  579-7000 


Incorporated  in  Delaware 


I.R.S.  No.  13-3324058 


Securities  Registered  Pursuant  to  Section  12(b)  of  the  Act: 


Title  of  Each  Class 


Name  of  Each  Exchange 
on  Which  Registered 


Common  Stock,  par  value  $.01  per  share 

Rights  to  Purchase  Series  A  Junior  Participating  Preferred  Stock 
Senior  Convertible  Discount  Notes  Due  February  15,  2004 
Series  C  Warrants 
Series  D  Warrants 


New'  York  Stock  Exchange 
New  York  Stock  Exchange 
New'  York  Stock  Exchange 
New'  York  Stock  Exchange 
New'  York  Stock  Exchange 


Securities  Registered  Pursuant  to  Section  12(g)  of  the  Act: 

None 

Registrant  has  filed  all  reports  required  to  be  filed  by  Section  12,  13,  or  15(d)  of  the  Act  during  the 
preceding  12  months  and  has  been  subject  to  such  filing  requirements  for  the  past  90  days. 

Disclosure  of  delinquent  filers  pursuant  to  Item  405  of  Regulation  S-K  is  contained  in  a  definitive  proxy 
statement  incorporated  by  reference  in  Part  III  of  this  Form  10-K. 

There  w'ere  182,708,184  shares  of  the  Company’s  Common  Stock  outstanding  as  of  March  31,  1995, 
excluding  shares  held  in  the  treasury-  of  the  Company  or  by  subsidiaries  of  the  Company.  The  aggregate 
market  value  of  the  shares  of  such  Common  Stock,  excluding  shares  held  in  the  treasury  of  the  Company  or 
by  subsidiaries  of  the  Company,  based  upon  the  last  sale  price  as  reported  on  the  New'  York  Stock  Exchange 
Composite  Tape  on  March  30,  1995,  was  approximately  $4,133,800,000. 

Documents  Incorporated  by  Reference 

Portions  of  the  definitive  proxy  statement  relating  to  Registrant’s  Annual  Meeting  of  Shareholders,  to  be 
held  on  May  19,  1995  (the  “Proxy  Statement’’),  are  incorporated  by  reference  in  Part  III  hereof. 


EXPLANATORY  NOTE 


Prior  to  December  19,  1994,  each  of  Federated  Department  Stores,  Inc.  (“Federated'’)  and  R.H.  Macy 
&  Co.,  Inc.  (“Macy’s”)  was  subject  to  the  informational  requirements  of  the  Securities  and  Exchange  Act  of 
1934,  as  amended  (the  “Exchange  Act”),  and  in  accordance  therewith  filed  various  reports  and  other 
information  with  the  Securities  and  Exchange  Commission  (the  “Commission”)  under  Commission  file 
numbers  1-163  and  33-6192,  respectively.  On  December  19,  1994,  Federated  acquired  Macy’s  in  a  reverse 
acquisition  structured  as  a  merger  (the  “Merger”)  of  Federated  with  and  into  Macy’s,  with  Macy’s  as  the 
surviving  corporation  in  the  Merger  (the  “Company”),  changing  its  name  to  “Federated  Department  Stores, 
Inc.”  Because  the  substance  of  the  Merger  constituted  an  acquisition  of  Macy’s  by  Federated,  the  Company, 
which  is  subject  to  the  information  requirements  of  the  Exchange  Act  and  in  accordance  therewith  files 
various  reports  and  other  information  with  the  Commission  under  Commission  file  number  1-13536,  prepares 
such  reports  and  other  information  as  if  Federated  had  been  the  surviving  corporation  in  the  Merger. 


Unless  the  context  otherwise  requires ,  (i)  references  herein  to  the  " Company  "  are,  for  all  periods  prior  to 
December  19,  1994  (the  " Merger  Date"),  references  to  Federated  and  its  subsidiaries  and  their  respective 
predecessors,  and,  for  all  periods  following  the  Merger,  references  to  the  surviving  corporation  in  the  Merger 
and  its  subsidiaries,  and  (ii)  references  to  " 1994 ",  " 1993 ",  and  "1992"  are  references  to  the  Company’s  fiscal 
years  ended  January  28,  1995,  January  29,  1994  and  January  30,  1993,  respectively. 

Item  1.  Business 

General.  The  Company  is  one  of  the  leading  operators  of  full-line  department  stores  in  the  United  States, 
with  355  department  stores  in  35  states  as  of  January  28,  1995.  The  Company’s  department  stores  sell  a  wide 
range  of  merchandise,  including  men’s,  women’s  and  children’s  apparel  and  accessories,  cosmetics,  home 
furnishings  and  other  consumer  goods,  and  are  diversified  by  size  of  store,  merchandising  character  and 
character  of  community  served.  The  Company’s  department  stores  are  located  at  urban  or  suburban  sites, 
principally  in  densely  populated  areas  across  the  United  States.  The  Company  also  operates  more  than  135 
specialty  and  clearance  stores  under  the  names  “Aeropostale,”  “Charter  Club”  and  “MCO,”  and  a  mail  order 
catalog  business  under  the  name  “Bloomingdale’s  By  Mail.” 

The  Company  operates,  and  is  in  the  process  of  integrating,  the  businesses  operated  separately  by 
Federated,  Macy’s  and  their  respective  subsidiaries  prior  to  the  Merger.  Subsequent  to  the  Merger,  among 
other  things,  the  Company  has  (i)  realigned  operating  management;  (ii)  discontinued  the  operations  of  the 
12-store  I.  Magnin  specialty  chain;  (iii)  commenced  the  consolidation  of  the  Abraham  &  Straus/ Jordan 
Marsh  division  with  the  Macy’s  East  division;  (iv)  commenced  the  consolidation  of  the  Lazarus  division  with 
the  Rich's  division;  and  (v)  commenced  the  consolidation  of  certain  purchasing,  support  and  other  operations. 


The  following  table  sets  forth  certain  information  with  respect  to  each  of  the  Company’s  retail  operating 
divisions  as  of  January  28,  1995: 


Gross 

Number  of 

1W4 

Square 

Stores 

Sales 

Feet (a) 

(millions) 

(thousands) 

Abraham  &  Straus/Jordan  Marsh  . 

.  34 

$1,441.1 

8,999 

Bloomingdale’s . 

.  16 

1, 297.5(b) 

4.439 

The  Bon  Marche . 

.  40 

873.0 

4,892 

Burdines . 

.  46 

1,258.5 

7,648 

Lazarus . 

.  51 

1,130.3 

10,212 

Rich’s/Goldsmith’s . 

.  25 

999.7 

4,991 

Stem’s . 

.  22 

707.4 

3,946 

Subtotal . 

.  234 

7,707.5 

45,127 

Macy’s  East . 

.  64 

327.5(c) 

17,162 

Macy’s  West/Bullock’s . 

.  57 

255.1(c) 

11,845 

Total  Department  Stores . 

.  355 

8,290.1 

74,134 

Macv’s  Specialty . 

.  122 

17.8(c) 

420 

MCO  . . . 

.  14 

8.0(c) 

704 

Total . 

.  491 

$8,315.9 

75,258 

1 


(a)  Reflects  total  square  footage  of  store  locations,  including  office,  storage,  service  and  other  support  space 
that  is  not  dedicated  to  direct  merchandise  sales,  but  excluding  warehouses  and  distribution  terminals  not 
located  at  store  sites. 

(b)  Includes  $105.3  million  of  sales  of  the  Company’s  Bloomingdale’s  By  Mail  subsidiary. 

(c)  Represents  sales  subsequent  to  the  Merger  Date.  Sales  of  divisions  acquired  pursuant  to  the  Merger  for 
the  fiscal  year  ended  January  28,  1995  were  as  follows: 


Macy’s  East .  $3,447.7 

Macy’s  West .  2,334.8 

Macy’s  Specialty .  128.4 

MCO .  83.1 

Total .  $5,994.0 


In  general,  each  of  the  Company’s  retail  operating  divisions  is  a  separate  subsidiary  of  the  Company.  However, 
(i)  following  its  consolidation  with  the  Abraham  &  Straus/ Jordan  Marsh  division,  the  Macy’s  East  division 
will  comprise  three  separate  subsidiaries  of  the  Company,  (ii)  the  Macy’s  West  division  comprises  two 
separate  subsidiaries  of  the  Company,  and  (iii)  following  the  consolidation  of  the  Rich’s  and  Lazarus 
divisions,  the  consolidated  Rich’s/ Lazarus  division  will  comprise  three  separate  subsidiaries  of  the  Company. 

The  Company  provides  electronic  data  processing  and  other  support  functions  to  its  retail  operating 
divisions  on  an  integrated,  Company-wide  basis.  FACS  Group,  Inc.  (“FACS”),  the  Company’s  financial  and 
credit  services  subsidiary,  establishes  and  monitors  credit  policies  on  a  Company-wide  basis,  and  provides 
proprietary  credit  services,  including  statement  processing  and  mailing,  credit  authorizations,  new  account 
development  and  processing,  customer  service  and  collections  to  each  of  the  retail  operating  divisions  that 
were  divisions  of  Federated  prior  to  the  Merger.  GE  Capital  Consumer  Card  Co.  (“GE  Credit”),  which  in 
1991  purchased  all  of  the  consumer  credit  card  accounts  originated  by  the  retail  operating  divisions  of  Macy’s, 
continues  to  provide  credit  services  to  the  retail  operating  divisions  that  were  divisions  of  Macy’s  prior  to  the 
Merger.  The  Company  and  GE  Credit  are  currently  engaged  in  negotiations  with  respect  to  possible 
modifications  to  the  contractual  arrangements  previously  entered  into  between  Macy’s  and  GE  Credit  with 
respect  to  such  services.  The  Company’s  data  processing  subsidiary,  Federated  Systems  Group,  Inc. 
(“FSG”),  provides  operational  electronic  data  processing  and  management  information  services  to  each  of  the 
Company’s  retail  operating  divisions.  In  addition,  a  specialized  staff  maintained  in  the  Company’s  corporate 
offices  provides  services  for  all  divisions  in  such  areas  as  store  design  and  construction,  real  estate,  insurance, 
supply  purchasing,  merchandise  accounts  payable  and  logistics,  as  well  as  various  other  corporate  office 
functions.  FACS,  FSG,  a  specialized  service  subsidiary  and  certain  departments  in  the  Company’s  corporate 
offices  offer  their  services  to  unrelated  third  parties  as  well.  Federated  Merchandising,  a  division  of  the 
Company  based  in  New-  York  City,  coordinates  the  team  buying  process  which  enables  the  Company  to 
centrally  develop  and  execute  consistent  Company-wide  merchandise  strategies  while  retaining  the  ability  to 
tailor  merchandise  assortments  and  merchandising  strategies  to  the  particular  character  and  customer  base  of 
the  Company’s  various  department  store  franchises.  Macy’s  Product  Development,  which  was  a  division  of 
Macy's  prior  to  the  Merger,  is  in  the  process  of  being  integrated  with  Federated  Merchandising,  and  will  then 
be  responsible  for  the  private  label  development  for  all  of  the  Company’s  retail  operating  divisions,  other  than 
Bloomingdale’s  and  Stern’s. 
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The  Company  and  its  predecessors  have  been  operating  department  stores  since  1830.  Federated  was 
organized  as  a  Delaware  corporation  in  1929.  On  February  4,  1992,  Allied  Stores  Corporation  ( ^Allied" )  was 
merged  into  Federated.  On  May  26,  1994,  Federated  acquired  Joseph  Horne  Co.,  Inc.  (“Horne’s”)  pursuant 
to  a  subsidiary'  merger.  On  December  19,  1994,  Federated  acquired  Macy’s  pursuant  to  the  Merger. 

Both  Allied  and  Federated  were  among  the  leading  independent  retailers  in  the  United  States  prior  to 
being  acquired  by  Campeau  Corporation  (“Campeau”)  in  1986  and  1988,  respectively,  in  highly  leveraged 
transactions.  During  the  course  of  1989,  it  became  apparent  that  the  indebtedness  of  Allied  and  Federated 
could  not  be  supported  by  operations  and,  on  January  15,  1990,  Federated,  Allied  and  substantially  all  of  their 
respective  subsidiaries  (collectively,  the  “Federated/Allied  Companies”)  commenced  proceedings  under 
chapter  1 1  of  the  United  States  Bankruptcy  Code  to  reorganize  and  restructure  their  acquisition  debt  and 
other  liabilities.  The  Federated/ Allied  Companies  emerged  from  bankruptcy  pursuant  to  a  plan  of  reorganiza¬ 
tion  (the  “Federated  POR”)  on  February  4,  1992.  As  a  result  of  the  Federated  POR,  Campeau  ceased  to  have 
any  direct  or  indirect  equity  interest  in  the  Company. 

Macy’s  was  organized  as  a  Delaware  corporation  in  1985  to  effect  the  acquisition  of  the  former 
R.H.  Macy  &  Co.,  Inc.  in  a  leveraged  buyout.  Thereafter,  in  1988,  Macy’s  acquired  the  I.  Magnin  and 
Bullock's/ Bullock’s- Wilshire  divisions  of  Federated.  An  economic  downturn,  competitive  industry'  conditions 
and  other  factors  subsequently  produced  a  liquidity  crisis  for  Macy’s.  As  a  result,  in  January',  1992,  Macy’s  and 
substantially  all  of  its  subsidiaries  (the  “Macy’s  Debtors”)  commenced  proceedings  under  chapter  1 1  of  the 
United  States  Bankruptcy  Code  to  reorganize  and  restructure  their  acquisition  debt  and  other  liabilities. 

The  Merger  was  effected  pursuant  to  a  plan  of  reorganization  for  the  Macy’s  Debtors  (the  “Macy’s 
POR")  proposed  jointly  by  Federated  and  the  Macy’s  Debtors.  In  addition  to  the  Merger,  the  Macy’s  POR 
provided  for  (i)  the  cancellation  of  all  existing  capital  stock  and  other  equity  interests  in  Macy’s  without 
payment  of  any  consideration  therefor,  (ii)  the  cancellation  of  certain  indebtedness  and  the  discharge  of 
related  claims  against  the  Macy’s  Debtors  in  exchange  for  cash,  new  indebtedness  of  the  Company  and  new 
equity  interests  in  the  Company,  (iii)  the  discharge  of  other  prepetition  claims  against  the  Macy’s  Debtors, 
(iv)  the  settlement  of  certain  contingent  claims  and  releases  of  certain  claims  of  the  Macy’s  Debtors  and  other 
persons  or  entities,  and  (v)  the  assumption,  assumption  and  assignment,  or  rejection  of  each  executory 
contract  and  unexpired  lease  to  which  any  Macy’s  Debtor  was  a  party. 

For  additional  information  regarding  the  respective  reorganization  proceedings  of  the  Federated/Allied 
Companies  and  the  Macy’s  Debtors,  see  Item  3  “Legal  Proceedings.” 

The  Company’s  executive  offices  are  located  at  151  W.  34th  Street,  New  York,  New  York  10001, 
telephone  number:  (212)  695-4400  and  at  7  West  Seventh  Street,  Cincinnati,  Ohio  45202,  telephone  number: 
(513)  579-7000. 

Employees.  As  of  January  28,  1995,  the  Company  had  approximately  1 1 1,700  regular  full-time  and  part- 
time  employees.  Because  of  the  seasonal  nature  of  the  retail  business,  the  number  of  employees  rises  to  a  peak 
in  the  Christmas  season.  Approximately  10%  of  the  Company’s  employees  as  of  January  28,  1995  were 
represented  by  unions.  Management  considers  its  relations  with  employees  to  be  satisfactory. 

Seasonality.  The  department  store  business  is  seasonal  in  nature  with  a  high  proportion  of  sales  and 
operating  income  generated  in  the  months  of  November  and  December.  Working  capital  requirements 
fluctuate  during  the  year,  increasing  somewhat  in  mid-summer  in  anticipation  of  the  fall  merchandising  season 
and  increasing  substantially  prior  to  the  Christmas  season  when  the  Company  must  carry  significantly  higher 
inventory  levels. 
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Purchasing.  The  Company  purchases  merchandise  from  many  suppliers,  no  one  of  which  accounted  for 
more  than  5%  of  the  Company’s  net  purchases  during  1994.  The  Company  has  no  long-term  purchase 
commitments  or  arrangements  with  any  of  its  suppliers,  and  believes  that  it  is  not  dependent  on  any  one 
supplier.  The  Company  considers  its  relations  with  its  suppliers  to  be  satisfactory. 

Competition.  The  retailing  industry,  in  general,  and  the  department  store  business,  in  particular,  are 
intensely  competitive.  Generally,  the  Company’s  stores  are  in  competition  not  only  with  other  department 
stores  in  the  geographic  areas  in  which  they  operate  but  also  with  numerous  other  types  of  retail  outlets, 
including  specialty  stores,  general  merchandise  stores,  ofT-price  and  discount  stores,  new  and  established  forms 
of  home  shopping  (including  mail  order  catalogs,  television  and  computer  services)  and  manufacturers’ 
outlets. 

Item  1A.  Executive  Officers  of  the  Registrant 

The  following  table  sets  forth  certain  information  regarding  the  executive  officers  of  the  Company: 


Name 

Age 

Position  with  the  C  ompany 

Allen  I.  Questrom . 

55 

Chairman  of  the  Board  and  Chief  Executive  Officer;  Director 

James  M.  Zimmerman  . . . 

.  51 

President  and  Chief  Operating  Officer;  Director 

Ronald  W.  Tysoe . 

42 

Vice  Chairman  of  the  Board  and  Chief  Financial  Officer, 
Director 

Thomas  G.  Cody . 

53 

Executive  Vice  President  -  Legal  and  Human  Resources 

Dennis  J.  Broderick . 

46 

Senior  Vice  President,  General  Counsel  and  Secretary 

John  E.  Brown . 

55 

Senior  Vice  President  and  Controller 

Karen  M.  Hoguet . 

38 

Senior  Vice  President  -  Planning  and  Treasurer 

Allen  I.  Questrom  has  been  Chairman  of  the  Board  and  Chief  Executive  Officer  of  the  Company  since 
February  1990.  Prior  thereto,  he  was  President  and  Chief  Executive  Officer  of  the  Neiman-Marcus  division  of 
the  Neiman-Marcus  Group,  Inc.  from  September  1988  to  February  1990. 

James  M.  Zimmerman  has  been  President  and  Chief  Operating  Officer  of  the  Company  since  May  1988. 

Ronald  W.  Tysoe  has  been  Vice  Chairman  and  Chief  Financial  Officer  of  the  Company  since  April  1990. 
Prior  thereto,  he  was  President  and  Treasurer  of  Federated  Stores,  Inc.  (“FSI”),  the  former  indirect  parent  of 
Federated,  from  1987  to  1992,  Chief  Financial  Officer  of  FSI  from  April  1990  to  February  1992  and  President 
of  Campeau  from  April  1989  to  January  1990. 

Thomas  G.  Cody  has  been  Executive  Vice  President  -  Legal  and  Human  Resources  of  the  Company 
since  May  1988. 

Dennis  J.  Broderick  has  been  Secretary’  of  the  Company  since  July  1993  and  Senior  Vice  President  and 
General  Counsel  of  the  Company  since  January  1990;  prior  thereto,  he  served  as  Vice  President  and  General 
Counsel  of  Allied  and  General  Counsel  of  the  Company  since  May  1988  and  Vice  President  of  the  Company 
since  February  1988. 

John  E.  Brown  has  been  Senior  Vice  President  of  the  Company  since  September  1988  and  Controller  of 
the  Company  since  January  1992. 
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Karen  M.  Hoguet  has  been  Senior  Vice  President  -  Planning  of  the  Company  since  April  1991  and 
Treasurer  of  the  Company  since  January  1992;  prior  thereto,  she  served  as  Vice  President  of  the  Company  and 
Allied  since  December  1988. 


Item  2.  Properties 

The  properties  of  the  Company  consist  primarily  of  stores  and  related  retail  facilities,  including 
warehouses  and  distribution  centers.  The  Company  also  owns  or  leases  other  properties,  including  corporate 
office  space  in  New  York  and  Cincinnati  and  other  facilities  at  which  centralized  operational  support  functions 
are  conducted.  As  of  January  28,  1995,  the  Company  operated  355  department  stores,  of  which  181  stores 
were  entirely  or  mostly  owned  and  174  stores  were  entirely  or  mostly  leased.  The  Company’s  interests  in 
approximately  20%  of  its  owned  stores  and  approximately  6%  of  its  leased  stores  are  subject  to  security 
interests  in  favor  of  certain  third-party  creditors.  (See  Note  10  to  the  Consolidated  Financial  Statements.) 
Pursuant  to  various  shopping  center  agreements,  the  Company  is  obligated  to  operate  certain  stores  within  the 
centers  for  periods  of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be  operated  under  a 
particular  name. 


The  number  of  stores  and  total  gross  square  feet  (in  thousands)  of  store  space  operated  by  the  Company 
as  of  the  end  of  each  of  the  last  two  fiscal  years  were  as  follows: 

January  28,  1995  January  29,  1994 


Number  of 

Gross 

Number  of 

Gross 

Operating  Division 

Stores 

Square  Feet 

Stores 

Square  Feet 

(thousands) 

(thousands) 

Abraham  &  Straus/Jordan  Marsh . 

.  34 

8,999 

35 

9,327 

Bloomingdale’s . 

.  16 

4,439 

16 

4,372 

The  Bon  Marche . 

.  40 

4.892 

39 

4,697 

Burdines . 

.  46 

7,648 

43 

7,321 

Lazarus . 

.  51 

10,212 

40 

7,807 

Rich’s/Goldsmith’s . 

.  25 

4,991 

25 

4,925 

Stem’s . 

.  22 

3,946 

21 

3,879 

Macy’s  East . 

.  64 

17,162 

N/A 

N/A 

Macy’s  West . 

.  57 

11,845 

N/A 

N/A 

MCO . 

.  14 

704 

N/A 

N/A 

Macy’s  Specialty . 

.  122 

420 

N/A 

N/A 

491 

75,258 

219 

42,328 

Item  3.  Legal  Proceedings 

The  Federated  POR  was  confirmed  by  the  United  States  Bankruptcy  Court  for  the  Southern  District  of 
Ohio,  Western  Division  (the  “Ohio  Bankruptcy  Court”),  in  Consolidated  Case  No.  1-90-00130  on  January 
10,  1992.  Notwithstanding  the  confirmation  and  effectiveness  of  the  Federated  POR,  the  Ohio  Bankruptcy 
Court  continues  to  have  jurisdiction  to,  among  other  things,  resolve  disputed  prepetition  claims  against  the 
Federated/Allied  Companies;  resolve  matters  related  to  the  assumption,  assumption  and  assignment,  or 
rejection  of  executory  contracts  pursuant  to  the  Federated  POR;  and  to  resolve  other  matters  that  may  arise  in 
connection  with  or  relate  to  the  Federated  POR. 
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Pursuant  to  the  Federated  POR,  and  based  on  the  Company’s  estimate  of  the  amount  of  such  claims  that 
ultimately  will  be  allowed  by  the  Ohio  Bankruptcy  Court,  the  Company  provided  for  the  payment  of  all 
remaining  bankruptcy  claims.  During  1994,  the  Company  reduced  selling,  general  and  administrative  expenses 
by  $23.8  million  to  reflect  the  favorable  settlement  of  disputed  bankruptcy  claims.  The  Company  believes  that 
it  has  adequately  provided  for  the  resolution  of  all  bankruptcy  claims  and  other  matters  related  to  the 
Federated  POR  remaining  at  January  28,  1995. 

The  Macy’s  POR  was  confirmed  by  the  United  States  Bankruptcy  Court  for  the  Southern  District  of 
New  York  (the  “New  York  Bankruptcy  Court”)  in  Case  No.  92  B  10477  (BRL)  on  December  8,  1994. 
Notwithstanding  the  confirmation  and  effectiveness  of  the  Macy’s  POR,  the  New  York  Bankruptcy  Court 
continues  to  have  jurisdiction  to,  among  other  things,  resolve  disputed  prepetition  claims  against  the  Macy’s 
Debtors;  resolve  matters  related  to  the  assumption,  assumption  and  assignment,  or  rejection  of  executory 
contracts  pursuant  to  the  Macy’s  POR;  and  to  resolve  other  matters  that  may  arise  in  connection  with  or  relate 
to  the  Macy’s  POR.  Except  as  described  below,  provision  was  made  under  the  Macy’s  POR  in  respect  of  all 
prepetition  liabilities  of  the  Macy’s  Debtors. 

Certain  claims  or  portions  thereof  (collectively,  the  “Cash  Payment  Claims”)  against  the  Macy’s 
Debtors  which,  to  the  extent  allowed  by  the  New  York  Bankruptcy  Court,  will  be  paid  in  cash  pursuant  to  the 
Macy’s  POR  are  currently  disputed  by  the  Company.  The  aggregate  amount  of  disputed  Cash  Payment 
Claims  ultimately  allowed  by  the  New  York  Bankruptcy  Court  may  be  more  or  less  than  the  estimated 
allowed  amount  thereof.  As  of  March  30,  1995,  the  aggregate  face  amount  of  disputed  Cash  Payment  Claims 
was  approximately  $846.9  million,  while  the  estimated  allowed  amount  thereof  was  approximately  $355.7  mil¬ 
lion.  Although  there  can  be  no  assurance  with  respect  thereto,  the  Company  believes  that  the  actual  allowed 
amount  of  disputed  Cash  Payment  Claims  will  not  be  materially  greater  than  the  estimated  allowed  amount 
thereof. 

In  connection  with  the  Federated  POR  and  the  reorganization  proceedings  of  FSI,  the  Internal  Revenue 
Service  (the  “IRS”)  audited  the  tax  returns  of  FSI  and  the  Federated/Allied  Companies  for  tax  years  1984 
through  1989  and  asserted  certain  claims  against  the  Federated/ Allied  Companies  and  other  members  of  the 
FSI  consolidated  tax  group.  The  issues  raised  by  the  IRS  audit  were  resolved  by  agreement  with  the  IRS 
except  for  two  issues  involving  the  use  by  the  Federated/ Allied  Companies  of  an  aggregate  of  $27.0  million  of 
net  operating  and  capital  loss  carryforwards  of  an  acquired  company  and  the  deductibility  of  approximately 
$176.3  million  of  so-called  “break-up  fees.”  These  issues  were  litigated  before  the  Ohio  Bankruptcy  Court  and 
resolved  in  favor  of  the  Federated/ Allied  Companies;  however,  the  IRS  pursued  appeals  on  both  issues  to  the 
United  States  District  Court  for  the  Southern  District  of  Ohio,  which  affirmed  the  decision  of  the  Ohio 
Bankruptcy  Court  on  August  2,  1994.  On  September  30,  1994,  the  IRS  filed  a  notice  of  appeal  to  the  United 
States  Court  of  Appeals  for  the  Sixth  Circuit  with  respect  to  the  issue  relating  to  “break  up  fees”  only,  where 
such  appeal  is  currently  pending.  Although  there  can  be  no  assurance  with  respect  thereto,  the  Company  does 
not  expect  that  the  ultimate  resolution  of  this  issue  will  have  a  material  adverse  effect  on  the  Company’s 
financial  position  or  results  of  operations. 

The  Company  is  also  a  party  to  certain  disputes  with  the  IRS  relating  to  certain  deductions  claimed  by 
and  certain  loss  carryforwards  utilized  by  Federated  and  its  predecessors  which  the  IRS  seeks  to  disallow. 
Although  there  can  be  no  assurance  with  respect  thereto,  the  Company  does  not  expect  that  the  ultimate 
resolution  of  such  disputes  will  have  a  material  adverse  effect  on  the  Company’s  financial  position  or  results  of 
operations. 
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The  Company  and  its  subsidiaries  are  also  involved  in  various  proceedings  that  are  incidental  to  the 
normal  course  of  their  business.  The  Company  does  not  expect  that  any  of  such  proceedings  will  have  a 
material  adverse  effect  on  the  Company’s  financial  position  or  results  of  operations. 

Item  4.  Submission  of  Matters  to  a  Vote  of  Security  Holders 

A  special  meeting  of  shareholders  of  the  Company  was  held  on  November  29,  1994  for  the  purpose  of 
considering  and  voting  upon  (i)  the  approval  and  adoption  of  an  Agreement  and  Plan  of  Merger  between 
Federated  and  Macy’s  and  (ii)  the  approval  of  a  new  equity  incentive  plan  for  the  Company  (the  “1995 
Equity  Plan"). 

The  number  of  votes  cast  for  or  against  each  such  matter  is  set  forth  below: 


For 


Against 


Withheld/ 

Abstentions 


Agreement  and  Plan  of  Merger 
1995  Equity  Plan . 


92,777,521  1,427,862  154,406 

7 1 ,436, 132  21 ,875,464  1 ,048, 1 93 
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PART  II 


Item  5.  Market  for  Registrant’s  Common  Equity  and  Related  Shareholder  Matters 

The  Common  Stock  is  listed  on  the  New  York  Stock  Exchange  (the  ‘‘NYSE1')  under  the  trading  symbol 
“FD.”  The  following  table  sets  forth  for  each  fiscal  quarter  during  1994  and  1993  the  high  and  low  sales  prices 
per  share  of  Common  Stock  as  reported  on  the  NYSE  Composite  Tape: 

1994  1993 


Low  High  Low  High 

1st  Quarter .  20.750  25.250  17.375  22.750 

2nd  Quarter .  19.000  22.750  19.000  25.000 

3rd  Quarter .  18.750  23.625  18.000  23.500 

4th  Quarter .  17.875  20.875  19.250  23.125 


The  Company  has  not  paid  any  dividends  on  its  Common  Stock  during  its  two  most  recent  fiscal  years, 
and  does  not  anticipate  paying  any  dividends  on  the  Common  Stock  in  the  foreseeable  future.  In  addition,  the 
covenants  in  certain  debt  instruments  to  which  the  Company  is  a  party  restrict  the  ability  of  the  Company  to 
pay  dividends. 
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Item  6.  Selected  Financial  Data 


The  selected  financial  data  set  forth  below  should  be  read  in  conjunction  with  the  Consolidated  Financial 
Statements  and  the  notes  thereto  and  the  other  information  contained  elsewhere  in  this  report.  References  to 
“1994”,  “1993”,  “1992”,  “1991”,  and  “1990”  are  references  to  the  Company’s  fiscal  years  ended  January  28, 
1995,  January  29,  1994,  January  30,  1993,  February  1,  1992  and  February  2,  1991,  respectively. 


Fiscal  Year 

Fiscal  Year 

Fiscal  Year 

Fiscal  Year 

Fiscal  Year 

Ended 

Ended 

Ended 

Ended 

Ended 

January  28, 

January  29, 

January  30, 

February  1, 

February  2, 

1995 

1994 

1993 

1992 

1991 

(thousands,  except  per  share  data) 

Consolidated  Statement  of  Operations  Data 
Net  sales,  including  leased  department 
sales . 

(a): 

$  8,315,877 

$7,229,406 

$7,079,941 

$  6,932,323 

$  7,141,983 

Cost  of  sales . 

5,131,363 

4,373,941 

4,229,396 

4,202,223 

4,394,976 

Selling,  general  and  administrative 
expenses . 

2,549,122 

2,323,546 

2,420,684 

2,463,128 

2,611,834 

Business  integration  and  consolidation 
expenses . 

85,867 

_ 

_ 

_ 

_ 

Operating  income . 

549,525 

531,919 

429,861 

266,972 

135,173 

Interest  expense  (b)  . 

(262,115) 

(213,544) 

(258,211) 

(504,257) 

(639,527) 

Interest  income . 

43,874 

49,405 

60,357 

67,260 

83,585 

Income  (loss)  before  reorganization 
items,  income  taxes,  extraordinary 
items  and  cumulative  effect  of  change 
in  accounting  principle . 

331,284 

367,780 

232,007 

(170,025) 

(420,769) 

Reorganization  items  (c)  . 

'  — 

— 

— 

(1,679,936) 

(127,032) 

Federal,  state  and  local  income  tax 
(expense)  benefit  . 

(143,668) 

(170,987) 

(99,299) 

613,989 

276,355 

Extraordinary  items  (d)  . 

— 

(3,545) 

(19,699) 

2,165,515 

— 

Cumulative  effect  of  change  in 

accounting  principle  (e)  . 

_ 

_ 

_ 

(93,151) 

_ 

Net  income  (loss) . 

$  187,616 

$  193,248 

$  113,009 

$  836,392 

$  (271,446) 

Earnings  per  Share  of  Common  Stock  (f): 
Income  before  extraordinary  items . 

$  1.41 

$  1.56 

$  1.19 

$ 

$  — 

Net  income . 

1.41 

1.53 

1.01 

— 

— 

Average  number  of  shares  outstanding  (f) 

132,862 

126,293 

111,350 

— 

— 

Depreciation  and  amortization . 

$  285,861 

S  229,781 

$  230,124 

$  260,884 

$  278,227 

Capital  expenditures . 

$  397,664 

$  312,960 

$  207,931 

$  201,631 

$  93,143 

Balance  Sheet  Data  (at  year  end)  (a): 

Cash . 

$  206,490 

$  222,428 

$  566,984 

$  1,002,482 

%  453,560 

Working  capital  . 

2,478,376 

1,967,569 

2,227,336 

1,923,812 

1,957,037 

Total  assets . 

12,379,712 

7,419,427 

7,019,770 

7,501,145 

9,150,056 

Short-term  debt . 

463,042 

10,099 

12,944 

771,605 

309,268 

Liabilities  subject  to  settlement 

under  reorganization  proceedings . 

_ 

_ 

_ 

_ 

6,475,129 

Long-term  debt  (including  preferred 
shares)  . 

4,529,220 

2,786,724 

2,809,757 

3,176,687 

1,361,778 

Shareholders’  equity  (deficit) . 

3,639,610 

2,278,244 

2,074,980 

1,454,132 

(1,398,528) 
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(a)  As  a  result  of  the  Company’s  emergence  from  bankruptcy  and  its  adoption  of  fresh-start  reporting  as  of 
February  1,  1992,  the  Company’s  Consolidated  Balance  Sheets  at  and  after  February  1,  1992  and  its 
Consolidated  Statements  of  Operations  for  periods  after  February  1,  1992  are  not  comparable  to  the 
Consolidated  Financial  Statements  for  prior  periods  and  therefore  are  separated  by  a  black  line. 

(b)  Excludes  interest  on  unsecured  prepetition  indebtedness  of  $301,576,000  and  $290,979,000,  respectively, 
for  1991  and  1990. 

(c)  Reflects  the  net  expense  incurred  in  connection  with  the  chapter  11  reorganization  of  the  Feder¬ 
ated/Allied  Companies. 

(d)  The  extraordinary  items  for  1993  and  1992  are  described  in  Note  4  to  the  Consolidated  Financial 
Statements.  The  extraordinary  item  for  1991  was  a  gain  resulting  from  the  discharge  of  prepetition  claims 
pursuant  to  the  Federated  POR. 

(e)  Reflects  the  cumulative  effect  of  the  adoption  of  SFAS  No.  106,  “Employers’  Accounting  for 
Postretirement  Benefits  other  than  Pensions,”  as  of  February  1,  1992. 

(f)  Per  share  and  share  data  are  not  presented  for  periods  during  which  there  were  no  publicly  held  shares  of 
common  stock  of  the  Company. 

Item  7.  Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations 

The  Company  acquired  Home’s  and  Macy’s  on  May  26,  1994  and  December  19,  1994,  respectively. 
Under  the  purchase  method  of  accounting,  the  assets,  liabilities  and  results  of  operations  associated  with  such 
acquired  businesses  have  been  included  in  the  Company’s  financial  position  and  results  of  operations  since  the 
respective  dates  on  which  such  businesses  were  acquired.  Accordingly,  the  financial  position  and  results  of 
operations  of  the  Company  as  of  the  end  of  and  for  1994  are  not  directly  comparable  to  the  financial  position 
and  results  of  operations  of  the  Company  as  of  the  end  of  and  for  prior  fiscal  years,  and  are  not  necessarily 
indicative  of  the  financial  position  or  results  of  operations  that  may  be  reported  by  the  Company  as  of  future 
dates  or  for  future  periods.  The  following  discussion  should  be  read  in  conjunction  with  the  Consolidated 
Financial  Statements  and  the  notes  thereto  contained  elsewhere  in  this  report. 

Results  of  Operations 

Comparison  of  the  52  Weeks  Ended  January  28,  1995  and  January  29,  1994.  Net  sales  for  1994  were 
$8,315.9  million,  compared  to  $7,229.4  million  for  1993,  an  increase  of  15.0%.  During  1994,  the  Company 
added  142  department  stores  and  more  than  135  specialty  and  clearance  stores  and  closed  six  department 
stores.  Of  the  142  department  stores  added,  121  were  added  as  a  result  of  the  acquisition  of  Macy’s,  and  10 
were  added  as  a  result  of  the  acquisition  of  Home’s.  All  of  the  specialty  and  clearance  stores  were  added 
through  the  Macy’s  acquisition.  On  a  comparable  store  basis,  net  sales  increased  3.1%. 

Cost  of  sales  was  61.7%  of  net  sales  for  1994,  compared  to  60.5%  for  1993.  The  increase  reflects  the 
impact  of  higher  levels  of  markdowns  taken  to  offer  more  value  to  customers  consistent  with  the  competitive 
environment  and  to  keep  in-store  inventories  fresh  and  fashion-current.  Cost  of  sales  includes  a  credit  of  $1 1.3 
million  in  1994,  compared  to  a  charge  of  $2.8  million  in  1993,  resulting  from  the  valuation  of  merchandise 
inventory  on  the  last-in,  first-out  basis. 

Selling,  general  and  administrative  expenses  were  30.7%  of  net  sales  for  1994,  compared  to  32.1%  for 
1993.  The  decrease  reflects  the  continued  emphasis  on  controlling  expenses,  enhanced  efficiencies  and 
productivity  resulting  from  the  Company’s  ongoing  investments  in  retail  technology,  and  increased  revenue 
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from  credit  operations  resulting  from  higher  accounts  receivable  balances  in  1994.  In  addition,  operating 
expenses  were  reduced  by  $23.8  million  in  1994  and  $24.0  million  in  1993  as  a  result  of  adjustments  for  the 
favorable  settlement  of  disputed  bankruptcy  claims. 

Business  integration  and  consolidation  expenses  for  1994  consisted  of  $27.0  million  associated  with  the 
integration  of  10  former  Home’s  stores  into  the  Company,  $45.8  million  associated  with  the  integration  of 
Macy’s  into  the  Company  and  $13.1  million  of  severance  charges  related  to  the  consolidation  of  the 
Company’s  Rich's/Goldsmith’s  and  Lazarus  divisions  announced  on  January  20,  1995.  The  Company 
presently  expects  to  incur  approximately  $225.0  million  of  additional  business  integration  and  consolidation 
expenses  in  the  53  weeks  ended  February  3,  1996  as  a  result  of  the  Macy’s  acquisition  and  the  consolidation  of 
the  Rich’s/Goldsmith’s  and  Lazarus  divisions. 

Net  interest  expense  was  $218.2  million  for  1994,  compared  to  $164.1  million  for  1993.  The  higher 
interest  expense  in  1994  is  principally  due  to  the  higher  levels  of  borrowings  incurred  in  connection  with  the 
acquisition  of  Macy’s,  including  the  issuance  of  a  $340.0  million  promissory  note  on  December  31,  1993  to 
fund  the  Company’s  initial  investment  in  Macy’s.  Cash  interest  payments,  net  of  interest  received,  were  $166.8 
million  for  1994  compared  to  $136.6  million  for  1993. 

Income  tax  expense  was  $143.7  million  for  1994.  This  amount  differs  from  the  amount  computed  by 
applying  the  federal  income  tax  statutory  rate  of  35.0%  to  income  before  income  taxes  and  extraordinary  items 
principally  because  of  state  and  local  income  taxes  and  permanent  differences  arising  from  the  amortization  of 
intangible  assets. 

Management  believes  that  the  turnaround  of  existing  deferred  tax  liabilities  and  tax  planning  strategies 
will  generate  sufficient  taxable  income  in  future  periods  such  that  it  is  more  likely  than  not  that  the  gross 
deferred  tax  assets,  net  of  the  valuation  allowance,  at  the  end  of  1994  wall  be  realized.  Management  evaluates 
the  realizability  of  deferred  tax  assets  quarterly. 

Extraordinary  items  of  $3.5  million  in  1993  relate  to  the  after-tax  expenses  associated  with  debt 
prepayments. 

Comparison  of  the  52  Weeks  Ended  January  29,  1994  and  January  30,  1993.  Net  sales  for  1993  were 
$7,229.4  million,  compared  to  $7,079.9  million  for  1992,  an  increase  of  2.1%.  On  a  comparable  store  basis,  net 
sales  increased  1.9%.  The  sales  performance  reflected  the  continuing  effects  of  key  merchandising  strategies 
put  into  effect  in  1991,  such  as  team  buying  and  improved  inventory  management,  as  well  as  improvements  in 
net  sales  for  home-related  merchandise,  partially  offset  by  softer  apparel  sales  and  the  effects  of  the  sluggish 
economy  in  the  Northeast.  Additionally,  net  sales  for  1992  were  positively  affected  by  strong  overall  general 
merchandise  sales,  a  post-hurricane  sales  surge  in  South  Florida  and  the  positive  impact  of  a  one-time 
program  to  clear  old  inventory  undertaken  at  the  end  of  1991. 

Cost  of  sales  was  60.5%  of  net  sales  for  1993,  compared  to  59.7%  for  1992.  The  increase  reflected  the 
impact  of  higher  levels  of  markdowns  taken  to  keep  in-store  inventories  fresh  and  fashion-current.  In  addition, 
cost  of  sales  for  the  first  quarter  of  1992  benefited  from  the  one-time  strategy  to  clear  old  inventory  marked 
down  at  the  end  of  fiscal  1991.  Cost  of  sales  included  charges  of  $2.8  million  in  1993,  compared  to  $8.5  million 
in  1992,  resulting  from  the  valuation  of  merchandise  inventory  on  the  last-in,  first-out  basis. 

Selling,  general  and  administrative  expenses  were  32.1%  of  net  sales  for  1993,  compared  to  34.2%  for 
1992.  The  decrease  was  primarily  due  to  reduced  costs  from  streamlining  of  operations  at  the  divisions.  In 
addition,  operating  expenses  were  reduced  by  $24.0  million  in  1993  as  a  result  of  an  adjustment  for  the 
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favorable  settlement  of  disputed  bankruptcy  claims.  Excluding  this  adjustment,  selling,  general  and  adminis¬ 
trative  expenses  would  have  been  32.5%  of  net  sales  for  1993. 

Net  interest  expense  was  $164.1  million  for  1993,  compared  to  $197.9  million  for  1992.  Net  interest 
expense  for  1993  was  positively  impacted  by  the  prepayment  of  long-term  debt.  Cash  interest  payments,  net  of 
interest  received,  were  $136.6  million  for  1993  compared  to  $136.3  million  for  1992. 

Income  tax  expense  was  $171.0  million,  excluding  extraordinary'  items,  for  1993.  This  amount  differs 
from  the  amount  computed  by  applying  the  federal  income  tax  statutory  rate  of  35.0%  to  income  before 
income  taxes  and  extraordinary  items  principally  because  of  state  and  local  income  taxes,  a  charge  of  $14.2 
million  for  the  impact  of  the  tax  rate  increase  on  deferred  taxes  and  permanent  differences  arising  from  the 
amortization  of  reorganization  value  in  excess  of  amounts  allocable  to  identifiable  assets. 

Extraordinary  items  of  $3.5  million  in  1993  and  $19.7  million  in  1992  relate  to  the  after-tax  expenses 
associated  with  debt  prepayments. 

Liquidity  and  Capital  Resources 

The  Company’s  principal  sources  of  liquidity  are  cash  on  hand,  cash  from  operations  and  certain  credit 
facilities  that  are  available  to  it. 

Net  cash  provided  by  operating  activities  in  1994  was  $161.5  million,  a  reduction  of  $249.0  from  the  net 
cash  provided  by  operating  activities  in  1993  of  $410.5  million.  The  primary  factors  which  contributed  to  this 
decrease  were  higher  accounts  receivable  balances  in  1994  generated  by  increases  in  proprietary  credit  sales 
and  a  Company  policy  change  to  lower  its  minimum  monthly  payment  requirement,  increased  income  tax 
payments  and  seasonal  decreases  in  Macy’s  accounts  payable  and  accrued  liabilities  (as  partially  offset  by 
seasonal  decreases  in  Macy’s  merchandise  inventories)  during  the  period  between  December  19,  1994  and 
January  28,  1995.  The  increase  in  accounts  receivable  balances  was  partially  funded  by  increased  short-term 
borrowings  associated  with  the  receivables. 

The  Company  is  a  party  to  a  bank  credit  facility  providing  for  up  to  $800.0  million  of  term  borrowings  and 
up  to  $2,000.0  million  of  revolving  credit  borrowings  (including  a  $500.0  million  letter  of  credit  subfacility). 
The  Company  also  has  in  effect  a  facility  to  finance  its  customer  accounts  receivable  which  provides  for, 
among  other  things,  the  issuance  from  time  to  time  of  up  to  $375.0  million  of  receivables  backed  commercial 
paper.  As  of  January  28,  1995,  the  Company  had  $800.0  million  of  term  borrowings,  $900.0  million  of  long¬ 
term  revolving  credit  borrowings,  $25.0  million  of  seasonal  working  capital  revolving  credit  borrowings,  $56.1 
million  of  standby  letters  of  credit  and  $108.6  million  of  trade  letters  of  credit  outstanding  under  its  bank 
credit  facility  and  $274.9  million  of  commercial  paper  borrowings  outstanding  under  its  receivables  backed 
commercial  paper  facility. 

Net  cash  provided  by  financing  activities  was  $776.1  million  in  1994.  During  1994,  the  Company  incurred 
debt  totaling  $2,526.9  million  and  repaid  debt  in  the  amount  of  $1,594.1  million.  Debt  incurred  consisted  of 
$1,725.0  million  of  borrowings  under  the  Company’s  bank  credit  facility,  the  issuance  of  $450.0  million  of  10% 
Senior  Notes  due  2001,  $274.9  million  of  borrowings  under  the  Company’s  receivables-backed  commercial 
paper  program  and  the  sale  of  $77.0  million  of  receivables-backed  certificates.  The  major  components  of  debt 
repaid  were  $953.5  million  of  notes  assumed  in  the  acquisition  of  Macy’s,  a  $340.0  million  promissory  note 
and  $289.2  million  of  Series  A  Secured  Notes. 

Net  cash  used  in  investing  activities  was  $953.5  million  in  1994  compared  to  $405.1  million  in  1993.  In 
1994,  $575.4  million  of  cash  was  invested  in  connection  with  acquisitions  of  Macy’s  and  Home's  and  $386.8 


12 


million  was  invested  in  property  and  equipment.  The  total  purchase  prices,  including  noncash  items,  for  the 
acquisitions  of  Macy’s  and  Horne’s  were  $3,815.9  million  and  $1 16.0  million,  respectively. 

The  Company’s  budgeted  capital  expenditures  are  approximately  $2,800.0  million  for  the  1995  to  1998 
period,  with  approximately  68%  being  budgeted  for  existing  stores,  21%  being  budgeted  for  new  stores  and 
11%  being  budgeted  for  technology.  Management  presently  anticipates  funding  such  expenditures  from 
operations.  However,  depending  upon  conditions  in  the  capital  and  other  financial  markets  and  other  factors, 
the  Company  may  from  time  to  time  consider  the  issuance  of  debt  or  other  securities,  the  proceeds  of  which 
could  be  used  to  refinance  existing  debt  or  for  capital  projects  or  other  corporate  purposes. 

Management  believes  the  department  store  business  will  continue  to  consolidate.  Accordingly,  the 
Company  intends  from  time  to  time  to  consider  the  possible  acquisition  of  department  store  assets  and 
companies. 

Management  believes  that,  with  respect  to  its  current  operations,  cash  on  hand  and  funds  from 
operations,  together  with  its  credit  facilities,  will  be  sufficient  to  cover  its  reasonably  foreseeable  working 
capital,  capital  expenditure  and  debt  service  requirements.  Acquisition  transactions,  if  any,  are  expected  to  be 
financed  through  a  combination  of  cash  on  hand  and  from  operations  and  the  possible  issuance  from  time  to 
time  of  long-term  debt  or  other  securities. 

Item  8.  Consolidated  Financial  Statements  and  Supplementary  Data 

Information  called  for  by  this  item  is  set  forth  in  the  Company’s  Consolidated  Financial  Statements  and 
supplementary  data  contained  in  this  report  and  is  incorporated  herein  by  this  reference.  Specific  financial 
statements  and  supplementary  data  can  be  found  at  the  pages  listed  in  the  following  index. 


Page 

Index  Number 

Management’s  Report  . F-2 

Independent  Auditors’  Report .  F-3 

Consolidated  Statements  of  Income  for  the  52  weeks  ended  January  28,  1995,  January  29,  1994 

and  January  30,  1993  .  F-4 

Consolidated  Balance  Sheets  at  January  28,  1995  and  January  29,  1994  .  F-5 

Consolidated  Statements  of  Cash  Flows  for  the  52  w'eeks  ended  January  28,  1995,  January  29, 

1994  and  January  30,  1993  .  F-6 

Notes  to  Consolidated  Financial  Statements .  F-7 


Item  9.  Changes  in  and  Disagreements  with  Accountants  on  Accounting  and  Financial  Disclosure 

None. 


PART  III 

Item  10.  Directors  and  Executive  Officers  of  the  Registrant 

Information  called  for  by  this  item  is  set  forth  under  Item  1  “Election  of  Directors”  and  “Compliance 
with  Section  16(a)  of  the  Securities  Exchange  Act  of  1934”  in  the  Proxy  Statement,  and  in  Item  1A 
“Executive  Officers  of  the  Registrant”,  and  incorporated  herein  by  reference. 
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hem  11.  Executive  Compensation 

Information  called  for  by  this  item  is  set  forth  under  “Executive  Compensation”  and  “Compensation 
Committee  Report  on  Executive  Compensation”  in  the  Proxy  Statement  and  incorporated  herein  by 
reference. 

Item  12.  Security  Ownership  and  Certain  Beneficial  Owners  and  Management 

Information  called  for  by  this  item  is  set  forth  under  “Stock  Ownership”  in  the  Proxy  Statement  and 
incorporated  herein  by  reference. 

Item  13.  Certain  Relationships  and  Related  Transactions 

Information  called  for  by  this  item  is  set  forth  under  “Compensation  Committee  Interlocks  and  Insider 
Participation”  and  under  “Certain  Relationships  and  Related  Transactions”  in  the  Proxy  Statement  and 
incorporated  herein  by  reference. 


PART  IV 

Item  14.  Exhibits,  Financial  Statement  Schedules,  and  Reports  on  Form  8-K 

(a)  The  following  documents  are  filed  as  part  of  this  report: 

1.  Financial  Statements: 

The  list  of  financial  statements  required  by  this  item  is  set  forth  in  Item  8  “Consolidated  Financial 
Statements  and  Supplementary  Data”  and  is  incorporated  herein  by  reference. 

2.  Financial  Statement  Schedules: 

All  schedules  are  omitted  because  they  are  inapplicable,  not  required,  or  the  information  is  included 
elsewhere  in  the  Consolidated  Financial  Statements  or  the  notes  thereto. 

3.  Exhibits: 


The  following  exhibits  are  filed  herewith  or  incorporated  by  reference  as  indicated  below. 


Exhibit  Number 

Description 

Document  if  Incorporated  by  Reference 

2.1 

Agreement  and  Plan  of  Merger,  dated  as  of 
August  16,  1994,  between  Macy’s  and  the 
Company 

Exhibit  2.1  to  the  Registration  Statement 
on  Form  S-4  (Registration  No.  33-85480) 
filed  on  October  21,  1994  (“S-4 

Registration  Statement”) 

2.2 

Second  Amended  Joint  Plan  of 
Reorganization  of  Macy’s  and  Certain  of 
Its  Subsidiaries 

Exhibit  2.2  to  S-4  Registration  Statement 

2.2.1 

Modifications  to  the  Second  Amended 
Joint  Plan  of  Reorganization  of  Macy’s  and 
Certain  of  Its  Subsidiaries 

Exhibit  2.1.1  to  the  Current  Report  on 
Form  8-K  (File  No.  1-13536),  filed  on 
January  3,  1995  (“1995  Form  8-K”) 
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Exhibit  Number 


Description 


Document  if  Incorporated  h>  Reference 


2.3 


3.1 

3.1.1 

3.2 

4.1 

4.2 

4.3 

4.4 


4.4.1 


4.5 


4.5.1 


4.6 

4.7 
10.1 


10.1.1 


10.2 

10.3 


Findings  of  Fact,  Conclusions  of  Law  and 
Order  Confirming  Second  Amended  Joint 
Plan  of  Reorganization  of  Macy’s  and 
Certain  of  Its  Subsidiaries,  as  Modified 

Certificate  of  Incorporation 

Certificate  of  Designations  of  Series  A 
Junior  Participating  Preferred  Stock 

By-Laws 

Certificate  of  Incorporation 
By-Laws 

Rights  Agreement 

Indenture,  dated  as  of  December  15,  1994. 
between  the  Company  and  The  First 
National  Bank  of  Boston,  as  Trustee 

Third  Supplemental  Indenture,  dated  as  of 
January  23,  1995,  between  the  Company 
and  The  First  National  Bank  of  Boston,  as 
Trustee 

Senior  Convertible  Discount  Note 
Indenture,  dated  as  of  April  8,  1993, 
between  the  Company  and  The  First 
National  Bank  of  Boston,  as  Trustee 

Supplemental  Indenture  to  Senior 
Convertible  Discount  Note  Indenture 
dated  as  of  December  19,  1994 

Series  C  Warrant  Agreement 
Series  D  Warrant  Agreement 
Series  A  Warrant  Agreement 


Amendment  No.  1,  dated  as  of  November 
3,  1993,  to  the  Series  A  Warrant 

Agreement 

Series  B  Warrant  Agreement 

Credit  Agreement,  dated  as  of  December 
19,  1994,  among  the  Company,  Citibank, 
N.A.,  Chemical  Bank,  Citicorp  Securities, 
Inc.,  Chemical  Securities,  Inc.  and  the 
initial  lenders  named  therein 


Exhibit  2.1.2  of  1995  Form  8-K 


See  Exhibit  3.1 
See  Exhibit  3.2 

Exhibit  4.1  to  the  Registration  Statement 
on  Form  S-3  (Registration  No.  33-88328) 
filed  on  January  9,  1995  (“S-3  Registration 
Statement”) 


Exhibit  10.8  to  the  Company’s  Annual 
Report  on  Form  10-K  (File  No.  1-163)  for 
the  fiscal  year  ended  January  30,  1993 
(“1992  Form  10-K”) 


Exhibit  10.6  to  the  Registration  Statement 
on  Form  10  (File  No.  1-10951),  filed 
November  27,  1991,  as  amended  (“Form 
10”) 

Exhibit  10.1.1  to  the  Company’s  Annual 
Report  on  Form  10-K  (File  No.  1-163)  for 
the  fiscal  year  ended  January  29,  1994 
(“1993  Form  10-K”) 

Exhibit  10.7  to  Form  10 
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Exhibit  Number 

10.4 

10.4.1 

10.5 

10.5.1 

10.5.2 

10.5.3 

10.6 

10.7 

10.7.1 

10.8 

10.8.1 

10.8.2 


Description 

Senior  Convertible  Discount  Note 
Agreement 

Supplemental  Agreement  to  Senior 
Convertible  Discount  Note  Agreement 
dated  as  of  December  19,  1994 

Loan  Agreement,  dated  as  of  December 
30,  1987  (the  “Prudential  Loan 

Agreement”),  among  Prudential,  Allied 
Stores  Corporation  (“Allied”),  and  certain 
subsidiaries  of  Allied  named  therein 

Amendment  No.  1,  dated  as  of  December 
29,  1988,  to  the  Prudential  Loan 

Agreement 

Amendment  No.  2,  dated  as  of  November 
17,  1989,  to  the  Prudential  Loan 

Agreement 

Amendment  No.  3,  dated  as  of  February  5, 

1992,  to  the  Prudential  Loan  Agreement 

Loan  Agreement,  dated  as  of  May  26, 
1994,  among  Lazarus  PA  (formerly  Joseph 
Home  Co.,  Inc.),  the  banks  listed  thereon, 
and  PNC  Bank,  Ohio,  National 
Association,  as  Agent  (“PNC”) 

Guaranty  Agreement,  dated  as  of  May  26, 
1994,  made  by  the  Company  in  favor  of  the 
banks  listed  on  the  Lazarus  PA  Mortgage 
Term  Loan  and  PNC  (“Guaranty 
Agreement”) 

Amendment  No.  1  to  Guaranty  Agreement 
dated  as  of  February  28,  1995 

Amended  and  Restated  Pooling  and 
Servicing  Agreement,  dated  as  of 
December  15,  1992  (the  “Pooling  and 
Servicing  Agreement”),  among  the 
Company,  Prime  Receivables  Corporation 
(“Prime”)  and  Chemical  Bank,  as  Trustee 

First  Amendment,  dated  as  of  December  1, 

1993,  to  the  Pooling  and  Servicing 
Agreement 

Second  Amendment,  dated  as  of  February 
28,  1994,  to  the  Pooling  and  Servicing 
Agreement 


Document  if  Incorporated  b>  Reference 

Exhibit  10.5  to  Form  10 


Exhibit  10.12  to  Allied's  Annual  Report  on 
Form  10-K  (File  No.  1-970)  for  the  fiscal 
year  ended  January  2,  1988 


Exhibit  10.9.1  to  Form  10 


Exhibit  10.9.2  to  Form  10 


Exhibit  10.9.3  to  Form  10 

Exhibit  10.47  to  S-4  Registration 
Statement 


Exhibit  10.48  to  S-4  Registration 
Statement 


Exhibit  4.10  to  Prime’s  Current  Report  on 
Form  8-K  (File  No.  0-21 18),  dated  March 
29,  1993 


Exhibit  10.10.1  to  1993  Form  10-K 


Exhibit  10.10.2  to  1993  Form  10-K 
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Exhibit  Number 


Description 


Document  if  Incorporated  by  Reference 


10.8.3 

10.9 

10.10 

10.11 

10.12 

10.13 


10.13.1 

10.13.2 

10.13.3 

10.13.4 

10.13.5 


Third  Amendment,  dated  as  of  May  31, 
1994,  to  the  Pooling  and  Servicing 
Agreement 

Assumption  Agreement  under  the  Pooling 
and  Servicing  Agreement,  dated  as  of 
September  15,  1993 

Series  1992-1  Supplement,  dated  as  of 
December  15,  1992,  to  the  Pooling  and 
Servicing  Agreement 

Series  1992-2  Supplement,  dated  as  of 
December  15,  1992,  to  the  Pooling  and 
Servicing  Agreement 

Series  1992-3  Supplement,  dated  as  of 
January  5,  1993,  to  the  Pooling  and 
Servicing  Agreement 

Receivables  Purchase  Agreement,  dated  as 
of  December  15,  1992  (the  “Receivables 
Purchase  Agreement”),  among  Abraham 
&  Straus,  Inc.,  Bloomingdale’s,  Inc., 
Burdines,  Inc.,  Jordan  Marsh  Stores 

Corporation,  Lazarus,  Inc.,  Rich’s 

Department  Stores,  Inc.,  Stern’s 

Department  Stores,  Inc.,  The  Bon,  Inc., 
and  Prime 

First  Amendment,  dated  as  of  June  23, 

1993,  to  the  Receivables  Purchase 
Agreement 

Second  Amendment,  dated  as  of 

December  1,  1993,  to  the  Receivables 
Purchase  Agreement 

Third  Amendment,  dated  as  of  February 
28,  1994,  to  the  Receivables  Purchase 
Agreement 

Fourth  Amendment,  dated  as  of  May  31, 

1994,  to  the  Receivables  Purchase 
Agreement 

First  Supplement,  dated  as  of  September 
15,  1993,  to  the  Receivables  Purchase 
Agreement 


Exhibit  10.10.3  to  1993  Form  10-K 


Exhibit  4.6  to  Prime’s  Registration 
Statement  on  Form  8-A  (File  No.  0- 
21 18),  filed  January  22,  1993,  as  amended 
(“Prime's  Form  8-A”) 

Exhibit  4.7  to  Prime’s  Form  8-A 


Exhibit  4.8  to  Prime’s  Current  Report  on 
Form  8-K  (File  No.  0-2118),  dated 
January  29,  1993 

Exhibit  10.2  to  Prime’s  Form  8-A 


Exhibit  10.14.1  to  1993  Form  10-K 


Exhibit  10.14.2  to  1993  Form  10-K 


Exhibit  10.14.3  to  1993  Form  10-K 


Exhibit  10.14.4  to  1993  Form  10-K 
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Exhibit  Number 


Description 


Document  if  Incorporated  by  Reference 


10.14 


10.15 


10.16 


10.17 


10.18 


10.19 

10.20 
10.21 


10.22 


Depositary  Agreement,  dated  as  of 
December  31,  1992,  among  Deerfield 
Funding  Corporation  (“Deerfield”),  the 
Company,  and  Chemical  Bank,  as 
Depositary 

Liquidity  Agreement,  dated  as  of 
December  31,  1992,  among  Deerfield,  the 
Company,  the  financial  institutions  named 
therein,  and  Credit  Suisse,  New  York 
Branch,  as  Liquidity  Agent 

Pledge  and  Security  Agreement,  dated  as 
of  December  31,  1992,  among  Deerfield, 
the  Company,  Chemical  Bank,  as 
Depositary  and  Collateral  Agent,  and  the 
Liquidity  Agent 

Commercial  Paper  Dealer  Agreement, 
dated  as  of  December  31,  1992,  among 
Deerfield,  the  Company,  and  Goldman 
Sachs  Money  Markets,  L.P. 

Commercial  Paper  Dealer  Agreement, 
dated  as  of  December  31,  1992,  among 
Deerfield,  the  Company,  and  Shearson 
Lehman  Brothers,  Inc. 

Tax  Sharing  Agreement 

Ralphs  Tax  Indemnification  Agreement 

Account  Purchase  Agreement  dated  as  of 
May  10,  1991  by  and  among  Monogram 
Bank,  USA,  Macy’s,  Macy  Credit 
Corporation  (“Macy  Credit”),  Macy 
Funding,  Macy’s  California,  Inc. 
(“MCAL”),  Macy’s  Northeast,  Inc. 
(“MNE”),  Macy’s  South,  Inc.,  Bullock’s 
Inc.,  I.  Magnin,  Inc.,  Master  Servicer,  and 
Macy  Specialty  Stores,  Inc. 

Commercial  Accounts  Agreement  dated  as 
of  May  10,  1991  (“Commercial  Accounts 
Agreement”)  by  and  among  General 
Electric  Capital  Corporation  (“GECC”), 
Macy’s,  Macy  Credit,  Macy  Funding, 
MCAL,  MNE,  Macy’s  South,  Inc., 
Bullock’s  Inc.,  I.  Magnin,  Inc.,  Master 
Servicer,  and  Macy  Specialty  Stores,  Inc. 


Exhibit  10.15  to  1992  Form  10-K 


Exhibit  10.16  to  1992  Form  10-K 


Exhibit  10.17  to  1992  Form  10-K 


Exhibit  10.18  to  1992  Form  10-K 


Exhibit  10.19  to  1992  Form  10-K 


Exhibit  10.10  to  Form  10 

Exhibit  10.1  to  From  10 

Exhibit  19.2  to  Macy’s  Quarterly  Report 

on  Form  10-Q  for  the  fiscal  quarter  ended 

May  4,  1991  (File  No.  33-6192),  as 

amended  under  cover  of  Form  8,  dated 

October  3,  1991  (“Macy’s  May  1991  Form 

10-Q”)* 


Exhibit  19.3  to  Macy’s  May  1991  Form 
10-Q* 
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Exhibit  Number 


Description 


Document  if  Incorporated  bv  Reference 


10.23 


10.24 


10.25 


10.26 


10.27 


10.28 


10.29 


10.30 


10.31 


Credit  Card  Program  Agreement  dated  as 
of  May  10,  1991  (“Credit  Card  Program 
Agreement”)  by  and  among  Monogram 
Bank,  USA  (“Monogram”),  Macy’s, 
MCAL,  MNE,  Macy’s  South,  Inc., 
Bullock’s,  Inc.,  I.  Magnin,  Inc.,  and  Macy 
Specialty  Stores,  Inc. 

Amendment,  dated  January  27,  1992,  to 
Credit  Card  Program  Agreement  and 
Commercial  Accounts  Agreement  between 
Monogram  and  GECC  and  Macy’s  and 
certain  subsidiaries 

Letter,  dated  January  27,  1992  (“Waiver 
Letter”),  from  Monogram  accepted  and 
agreed  to  by  Macy’s  and  certain  of  its 
subsidiaries  and,  as  to  Sections  4  and  12  of 
the  Waiver  Letter,  by  GECC 

Stipulation  among  Monogram,  GECC, 
Macy’s  and  Certain  of  Its  Subsidiaries,  the 
Official  Unsecured  Bondholders’ 
Committee,  and  the  Official  Unsecured 
Creditors’  Committee  and  related  Order  of 
the  Bankruptcy  Court,  dated  November  24, 
1992 

First  Secured  Term  Loan  Agreement, 
dated  as  of  May  10,  1991,  by  and  between 
MCAL,  Macy’s  South,  Inc.,  and  Bullock’s, 
Inc.  and  GECC  (the  “First  Secured  Term 
Loan  Agreement”) 

First  Amendment  to  First  Secured  Term 
Loan  Agreement  and  First  Amendment  to 
Note,  each  dated  as  of  October  15,  1991 

Transfer  Agreement,  dated  as  of  May  10, 
1991,  by  and  among  Macy  Credit,  MCAL, 
MNE,  Macy’s  South,  Inc.,  Bullock’s,  Inc., 
and  I.  Magnin,  Inc. 

Letter  Agreement,  dated  September  25, 
1991,  among  Monogram,  Macy’s,  MCAL, 
MNE,  Macy’s  South  Inc.,  Bullock’s  Inc.,  I. 
Magnin,  Inc.,  and  Macy  Specialty  Stores, 
Inc. 

1995  Executive  Equity  Incentive  Plan** 


Exhibit  19.4  to  Macy’s  May  1991  Form 
10-Q 


Exhibit  19.6  to  Macy’s  Quarterly  Report 
on  Form  10-Q  (File  No.  33-6192)  for  the 
fiscal  quarter  ended  February  1,  1992 


Exhibit  19.2  to  Macy’s  Quarterly  Report 
on  Form  10-Q  (File  No.  33-6192)  for  the 
fiscal  quarter  ended  October  31,  1992 
(“Macy’s  October  1992  Form  10-Q”) 

Exhibit  19.3  to  Macy’s  October  1992  Form 
10-Q 


Exhibit  19.5  to  Macy’s  May  1991  Form 
10-Q* 


Exhibit  10.61  to  Macy’s  Annual  Report  on 
Form  10-K  (File  No.  33-6192)  for  the 
fiscal  year  ended  August  3,  1991  (“Macy’s 
1991  Form  10-K”) 

Exhibit  19.4  to  Macy  Credit’s  Quarterly 
Report  on  Form  10-Q  for  the  fiscal  quarter 
ended  May  4,  1992 

Exhibit  10.63  to  Macy’s  1991  Form  10-K 


Exhibit  10.65  to  S-4  Registration 
Statement 
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Exhibit  Number 


Description 


Document  if  Incorporated  by  Reference 


10.32 

10.33 

10.34 

10.35 


10.36 

10.37 

10.38 


10.39 


10.39.1 

10.39.2 

10.40 

10.41 

10.42 

10.43 


1992  Incentive  Bonus  Plan** 

Form  of  Severance  Agreement** 

Form  of  Indemnification  Agreement** 

Master  Severance  Plan  for  Key 
Employees** 

Performance  Bonus  Plan  for  Key 
Employees** 

Senior  Executive  Medical  Plan** 

Employment  Agreement,  dated  as  of  June 
24,  1994,  between  Allen  I.  Questrom  and 
the  Company** 

Amended  and  Restated  Employment 
Agreement,  dated  as  of  February  5,  1994 
(as  signed  July  8,  1994)  and  letter 
agreements  dated  August  16,  1994,  August 
20,  1994  and  September  19,  1994,  between 
Myron  E.  Ullman  III  and  the  Company** 

Letter  agreement  dated  December  6,  1994 
between  Myron  E.  Ullman  III  and  the 
Company  relating  to  Amended  and 
Restated  Employment  Agreement  dated  as 
of  February  5,  1994** 

Termination  agreement,  dated  December 
7,  1994,  as  modified  by  letter  dated  January' 
24,  1995,  between  Myron  E.  Ullman  III 
and  the  Company** 

Form  of  Employment  Agreement  for 
Executives  and  Key  Employees** 

Supplementary  Executive  Retirement 
Plan,  as  Amended** 

Executive  Deferred  Compensation  Plan 
(adopted  October  29,  1993)** 

First  Amendment  to  the  Executive 
Deferred  Compensation  Plan** 


Exhibit  10.12  to  Form  10 


Exhibit  10.14  to  Form  10 

Exhibit  10.1.5  to  the  Company’s  Annual 
Report  on  Form  10-K  (File  No.  33-6192) 
for  the  fiscal  year  ended  February  3,  1990 
(“1989  Form  10-K”) 

Exhibit  10.1.6  to  1989  Form  10-K 
Exhibit  10.1.7  to  1989  Form  10-K 


Exhibit  10.59 
Statement 

to  S-4 

Registration 

Exhibit  10.82 
Statement 

to  S-4 

Registration 

Exhibit  10.31  to  1993  Form  10-K 

Exhibit  10.32  to  1993  Form  10-K 

Exhibit  4.1  to  Registration  Statement  on 
Form  S-8  (Registration  No.  33-50831), 
filed  October  29,  1993 
Exhibit  10.2  to  the  Company’s  Quarterly 
Report  on  Form  10-Q  (File  No.  33-6192) 
for  the  fiscal  quarter  ended  October  29, 
1994  (“October  1994  Form  10-Q”) 
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Exhibit  Number 

Description 

Document  if  Incorporated  by  Reference 

10.44 

Retirement  Income  and  Thrift  Incentive 

Exhibit  4.1  to  the  Registration  Statement 

Plan  (as  amended  and  restated  effective  as 

on  Form  S-8  (Registration  No.  33-59107), 

of  January  1,  1987  and  containing  all 
amendments  through  December  31, 
1993)* ** 

filed  January  14,  1994 

10.45 

Amendment  to  Retirement  Income  and 
Thrift  Incentive  Plan** 

Exhibit  3.1  to  October  1994  Form  10-Q 

11 

Exhibit  of  Primary’  and  Fully  Diluted 
Earnings  Per  Share 

21 

Subsidiaries 

23 

Consent  of  KPMG  Peat  Marwick  LLP 

24 

Powers  of  Attorney 

*  Confidential  portions  of  this  Exhibit  were  omitted  and  filed  separately  with  the  SEC  pursuant  to  Rule 
24b-2  under  the  Exchange  Act. 

**  Constitutes  a  compensatory  plan  or  arrangement 
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Allen  I.  Questrom 

* 


Ronald  W.  Tysoe 


John  E.  Brown 

* 


Robert  A.  Charpie 

* 


Lyle  Everingham 

* 


Meyer  Feldberg 

* 


SIGNATURES 

Pursuant  to  the  requirements  of  Section  13  or  15(d)  of  the  Securities  Exchange  Act  of  1934,  the 
Registrant  has  duly  caused  this  report  to  be  signed  on  its  behalf  by  the  undersigned,  thereunto  duly  authorized. 

FEDERATED  DEPARTMENT  STORES,  INC. 

__  .  ^  By  Is/  Dennis  J.  Broderick  _ 

Date.  April  20,  1995  Dennis  J.  Broderick 

Senior  Vice  President,  General  Counsel  and  Secretary 

Pursuant  to  the  requirements  of  the  Securities  Exchange  Act  of  1934,  this  report  has  been  signed  below 
by  the  following  persons  on  behalf  of  the  Registrant  and  in  the  capacities  indicated  on  April  20,  1995. 
Signature  Title 

*  Chairman  of  the  Board  and  Chief  Executive  Officer 

(principal  executive  officer)  and  Director 
Vice  Chairman  and  Chief  Financial  Officer  (principal 
financial  officer)  and  Director 

Senior  Vice  President  and  Controller  (principal  accounting 
officer) 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

_  Director 

James  M.  Zimmerman 

♦The  undersigned,  by  signing  his  name  hereto,  does  sign  and  execute  this  Annual  Report  on  Form  10-K 
pursuant  to  the  Powers  of  Attorney  executed  by  the  above-named  officers  and  directors  and  filed  herewith. 

By  _  Is/  Dennis  J.  Broderick _ 

Dennis  J.  Broderick 
Attomev-in-Fact 


Earl  G.  Graves 

♦ 


George  V.  Grune 

* 


Gertrude  G.  Michelson 

* 


G.  William  Miller 


Joseph  Neubauer 

♦ 


Laurence  A.  Tisch 

* 


Myron  E.  Ullman, 

* 


III 


Paul  W.  Van  Orden 

♦ 


Karl  M.  von  der  Heydcn 

* 


Mama  C.  Whittington 

♦ 
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MANAGEMENT’S  REPORT 


To  the  Shareholders  of 
Federated  Department  Stores,  Inc.: 

The  integrity  and  consistency  of  the  consolidated  financial  statements  of  Federated  Department  Stores, 
Inc.,  and  subsidiaries  which  were  prepared  in  accordance  with  generally  accepted  accounting  principles,  are 
the  responsibility  of  management  and  properly  include  some  amounts  that  are  based  upon  estimates  and 
judgments. 

The  Company  maintains  a  system  of  internal  accounting  controls,  which  is  supported  by  a  program  of 
internal  audits  with  appropriate  management  follow-up  action,  to  provide  reasonable  assurance,  at  appropriate 
cost,  that  the  Company’s  assets  are  protected  and  transactions  are  properly  recorded.  Additionally,  the 
integrity  of  the  financial  accounting  system  is  based  on  careful  selection  and  training  of  qualified  personnel, 
organizational  arrangements  which  provide  for  appropriate  division  of  responsibilities  and  communication  of 
established  written  policies  and  procedures. 

The  consolidated  financial  statements  of  the  Company  have  been  audited  by  KPMG  Peat  Marwick  LLP, 
independent  certified  public  accountants.  Their  report  expresses  their  opinion  as  to  the  fair  presentation,  in  all 
material  respects,  of  the  financial  statements  and  is  based  upon  their  independent  audit  conducted  in 
accordance  with  generally  accepted  auditing  standards. 

The  Audit  Review  Committee,  composed  solely  of  outside  directors,  meets  periodically  with  the 
independent  certified  public  accountants,  the  internal  auditors  and  representatives  of  management  to  discuss 
auditing  and  financial  reporting  matters.  In  addition,  the  independent  certified  public  accountants  and  the 
Company’s  internal  auditors  meet  periodically  with  the  Audit  Review  Committee  without  management 
representatives  present  and  have  free  access  to  the  Audit  Review  Committee  at  any  time.  The  Audit  Review 
Committee  is  responsible  for  recommending  to  the  Board  of  Directors  the  engagement  of  the  independent 
certified  public  accountants,  which  is  subject  to  shareholder  approval,  and  the  general  oversight  review  of 
management’s  discharge  of  its  responsibilities  with  respect  to  the  matters  referred  to  above. 

Allen  I.  Questrom 

Chairman  and  Chief  Executive  Officer 

James  M.  Zimmerman 

President  and  Chief  Operating  Officer 

Ronald  W.  Tysoe 

Vice  Chairman  and  Chief  Financial  Officer 
John  E.  Brown 

Senior  Vice  President  and  Controller 
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INDEPENDENT  AUDITORS’  REPORT 


The  Board  of  Directors  and  Shareholders 
Federated  Department  Stores,  Inc.: 

We  have  audited  the  accompanying  consolidated  balance  sheets  of  Federated  Department  Stores,  Inc. 
and  subsidiaries  (the  “Company”)  as  of  January'  28,  1995  and  January  29,  1994,  and  the  related  consolidated 
statements  of  income  and  cash  flows  for  each  of  the  fifty-two  week  periods  ended  January  28,  1995,  January 
29,  1994  and  January  30,  1993.  These  consolidated  financial  statements  are  the  responsibility  of  management. 
Our  responsibility  is  to  express  an  opinion  on  these  consolidated  financial  statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall 
financial  statement  presentation.  We  believe  that  our  audits  provide  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  consolidated  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  Federated  Department  Stores,  Inc.  and  subsidiaries  as  of  January  28,  1995 
and  January  29,  1994,  and  the  results  of  their  operations  and  their  cash  flows  for  each  of  the  fifty-two  week 
periods  ended  January  28,  1995,  January  29,  1994  and  January  30,  1993,  in  conformity  with  generally  accepted 
accounting  principles. 


KPMG  PEAT  MARWICK  LLP 


Cincinnati,  Ohio 
February  28,  1995 
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FEDERATED  DEPARTMENT  STORES,  INC 
CONSOLIDATED  STATEMENTS  OF  INCOME 
(thousands,  except  per  share  data) 


Net  Sales,  including  leased  department  sales . 

Cost  of  sales . 

Selling,  general  and  administrative  expenses . 

Business  integration  and  consolidation  expenses . 

Operating  Income . 

Interest  expense . 

Interest  income . 

Income  Before  Income  Taxes  and  Extraordinary  Items 
Federal,  state  and  local  income  tax  expense . 

Income  Before  Extraordinary  Items . 

Extraordinary  items . 

Net  Income . 

Earnings  per  Share: 

Income  before  extraordinary  items . 

Extraordinary'  items . 

Net  Income . 


52  Weeks  Knded 
Januan  28,  1995 

52  Weeks  F  nded 
Januan  29,  |994 

52  Weeks  tlnded 
Januan  30,  1993 

$8,315,877 

$7,229,406 

$7,079,941 

5,131,363 

4,373,941 

4,229,396 

2,549,122 

2,323,546 

2,420,684 

85,867 

— 

— 

549,525 

531,919 

429,861 

(262,115) 

(213.544) 

(258.211) 

43,874 

49.405 

60.357 

331,284 

367,780 

232,007 

(143,668) 

(170,987) 

(99,299) 

187,616 

196,793 

132.708 

— 

(3,545) 

(19.699) 

$  187,616 

$  193.248 

$  113,009 

$  1.41 

$  1.56 

$  1.19 

— 

(03) 

(•IB) 

$  1.41 

$  1.53 

$  1.01 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
CONSOLIDATED  BALANCE  SHEETS 
(thousands) 


January  28.  1995  January  29.  1994 

ASSETS 

Current  Assets: 

Cash .  $  206,490  $  222,428 

Accounts  receivable .  2,265,651  1,758,935 

Merchandise  inventories  .  2,380,621  1,180,844 

Supplies  and  prepaid  expenses .  99,559  46,660 

Deferred  income  tax  assets .  238,127  88,754 

Total  Current  Assets .  5,190,448  3,297,621 

Property  and  Equipment  —  net .  5,349,912  2,576,884 

Intangible  Assets  —  net .  1,006,547  337,720 

Notes  Receivable .  408,134  408,818 

Other  Assets .  424,671  798,384 

Total  Assets  .  $12,379,712  $7,419,427 

LIABILITIES  AND  SHAREHOLDERS’  EQUITY 

Current  Liabilities: 

Short-term  debt .  $  463,042  $  10,099 

Accounts  payable  and  accrued  liabilities .  2,183,711  1,209,744 

Income  taxes .  65,319  1 10,209 

Total  Current  Liabilities .  2,712,072  1,330,052 

Long-Term  Debt  .  4,529,220  2,786,724 

Deferred  Income  Taxes .  993,451  804,181 

Other  Liabilities .  505,359  220,226 

Shareholders’  Equity .  3,639,610  2,278,244 

Total  Liabilities  and  Shareholders’  Equity  .  $12,379,712  $7,419,427 


The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
CONSOLIDATED  STATEMENTS  OF  CASH  FLOWS 
(thousands) 


Cash  flows  from  operating  activities: 

Net  income . 

Adjustments  to  reconcile  net  income  to  net  cash  provided  by  operating 
activities: 

Depreciation  and  amortization  of  property  and  equipment . 

Amortization  of  intangible  assets . 

Amortization  of  financing  costs . 

Amortization  of  original  issue  discount . 

Amortization  of  unearned  restricted  stock . 

Loss  on  early  extinguishment  of  debt . 

Changes  in  assets  and  liabilities,  net  of  effects  of  acquisition  of  companies: 

Increase  in  accounts  receivable . 

(Increase)  decrease  in  merchandise  inventories . 

(Increase)  decrease  in  supplies  and  prepaid  expenses . 

(Increase)  decrease  in  other  assets  not  separately  identified . 

Increase  (decrease)  in  accounts  payable  and  accrued  liabilities  not 

separately  identified . 

Increase  in  current  income  taxes . 

Increase  (decrease)  in  deferred  income  taxes . 

Increase  (decrease)  in  other  liabilities  not  separately  identified . 

Net  cash  provided  by  operating  activities . 

Cash  flows  from  investing  activities: 

Acquisition  of  companies  net  of  cash  acquired . 

Purchase  of  property  and  equipment . 

Disposition  of  property  and  equipment . 

Decrease  in  notes  receivable . 

Net  cash  used  by  investing  activities . 

Cash  flows  from  financing  activities: 

Debt  issued . 

Financing  costs . 

Debt  repaid . 

Increase  (decrease)  in  outstanding  checks . 

Acquisition  of  treasury  stock . 

Issuance  of  common  stock . 

Net  cash  provided  (used)  by  financing  activities . 

Net  decrease  in  cash . 

Cash  beginning  of  period . 

Cash  end  of  period . 

Supplemental  cash  flow  information: 

Interest  paid . 

Interest  received . 

Income  taxes  paid  (net  of  refunds  received)  . 

Schedule  of  noncash  investing  and  financing  activities: 

Capital  lease  obligations  for  new  store  fixtures . 

Property  and  equipment  transferred  to  other  assets . 

Common  stock  issued  for  the  Executive  Deferred  Compensation  Plan . 

Debt  and  merger  related  liabilities  issued,  reinstated  or  assumed  in  acquisition 

of  companies . 

Equity  issued  to  third  parties  in  acquisition  of  company . 


52  Weeks  Ended 
January  28,  1995 


52  Weeks  Ended 
January  29,  1994 


52  Weeks  Ended 
January  30,  1993 


&  187,616 

$  193,248 

$  113,009 

260,485 

207.914 

205,554 

22,662 

18,762 

18.762 

11,468 

10,163 

20,995 

29,435 

16,846 

15,593 

2,714 

3,105 

5.808 

— 

3,545 

19,699 

(310,934) 

(215,101) 

(28,456) 

28,620 

(31,910) 

18,412 

2,450 

(6,592) 

2,547 

2,697 

20,229 

(20,179) 

(124,662) 

70,679 

2,898 

61,149 

65,990 

24,520 

(12,057) 

54,917 

27,225 

(184) 

(1,291) 

15,169 

161,459 

410,504 

441,556 

(575,408) 

(109,325) 

_ 

(386,847) 

(309,536) 

(198,505) 

8,723 

1,097 

10,431 

— 

12,636 

— 

(953,532) 

(405,128) 

(188,074) 

2,526,861 

_ 

979,141 

(66,602) 

(633) 

(26,518) 

(1,594,136) 

(391,986) 

(2,133,014) 

(95,010) 

35,776 

(10,620) 

(354) 

(179) 

— 

5,376 

7,090 

502,031 

776,135 

(349,932) 

(688,980) 

(15,938) 

(344,556) 

(435,498) 

222,428 

566,984 

1,002,482 

;  206,490 

S  222,428 

$  566,984 

;  211,457 

$  186,658 

S  197,138 

44,675 

50,019 

60,869 

93,647 

49,588 

47,554 

10,817 

3,424 

9,426 

6,645 

5,316 

13,395 

2,070 

686 

— 

1,414,969 

340,000 

1,166,014 

— 

— 

d  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS 


1.  Organization  and  Summary  of  Significant  Accounting  Policies 

Federated  Department  Stores,  Inc.  (the  “Company”)  is  a  retail  organization  operating  department  stores 
selling  a  wide  range  of  merchandise  including  women's,  men's  and  children's  apparel,  cosmetics,  home 
furnishings,  and  other  consumer  goods. 

The  Consolidated  Financial  Statements  include  the  accounts  of  the  Company  and  its  subsidiaries.  All 
significant  intercompany  transactions  have  been  eliminated. 

Cash  includes  cash  and  liquid  investments  with  original  maturities  of  three  months  or  less. 

Installments  of  deferred  payment  accounts  receivable  maturing  after  one  year  are  included  in  current 
assets  in  accordance  with  industry  practice.  Such  accounts  are  accepted  on  customary'  revolving  credit  terms 
and  offer  the  customer  the  option  of  paying  the  entire  balance  on  a  25-day  basis  without  incurring  finance 
charges.  Alternatively,  customers  may  make  scheduled  minimum  payments  and  incur  competitive  finance 
charges.  Minimum  payments  vary  from  4.2%  to  100.0%  of  the  account  balance,  depending  on  the  size  of  the 
balance.  Profits  on  installment  sales  are  included  in  income  when  the  sales  are  made.  Finance  charge  income 
is  included  as  a  reduction  of  selling,  general  and  administrative  expenses. 

Substantially  all  merchandise  inventories  are  valued  by  the  retail  method  and  stated  on  the  LIFO  (last- 
in,  first-out)  basis,  which  is  generally  lower  than  market. 

Depreciation  and  amortization  are  provided  primarily  on  a  straight-line  basis  over  the  shorter  of  estimated 
asset  lives  or  related  lease  terms.  Real  estate  taxes  and  interest  on  construction  in  progress  and  land  under 
development  are  capitalized.  Amounts  capitalized  are  amortized  over  the  estimated  lives  of  the  related 
depreciable  assets. 

Intangible  assets  are  amortized  on  a  straight-line  basis  over  their  estimated  lives  (see  Note  8).  The 
carrying  value  of  intangible  assets  is  periodically  reviewed  by  the  Company  and  impairments  are  recognized 
when  the  expected  future  operating  cash  flows  derived  from  such  intangible  assets  is  less  than  their  carrying 
value. 

Financing  costs  are  amortized  over  the  life  of  the  related  debt. 

The  Company  accounts  for  income  taxes  under  the  provisions  of  Statement  of  Financial  Accounting 
Standards  No.  109,  “Accounting  for  Income  Taxes”  (“SFAS  No.  109”).  Under  the  asset  and  liability  method 
prescribed  in  SFAS  No.  109,  deferred  income  tax  assets  and  liabilities  are  recognized  for  the  future  tax 
consequences  attributable  to  differences  between  the  financial  statement  carrying  amounts  of  existing  assets 
and  liabilities  and  their  respective  tax  bases,  and  net  operating  loss  and  tax  credit  carryforwards.  Deferred 
income  tax  assets  and  liabilities  are  measured  using  enacted  tax  rates  expected  to  apply  to  taxable  income  in 
the  years  in  which  those  temporary'  differences  are  expected  to  be  recovered  or  settled.  Under  SFAS  No.  109, 
the  effect  on  deferred  income  tax  assets  and  liabilities  of  a  change  in  tax  rates  is  recognized  in  income  in  the 
period  that  includes  the  enactment  date. 
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NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  —  Continued 


The  Company  has  adopted  the  provisions  of  Statement  of  Financial  Accounting  Standards  No.  106, 
“Employers’  Accounting  for  Postretirement  Benefits  other  than  Pensions’'  (“SFAS  No.  106’’),  which  requires 
that  the  cost  of  these  benefits  be  recognized  in  the  financial  statements  over  an  employee’s  term  of  service  with 
the  Company. 

Earnings  per  share  are  computed  on  the  basis  of  daily  average  number  of  shares  outstanding  during  the 
year.  Any  dilution  from  the  potential  issuance  of  shares  under  employee  compensation  plans  would  be  less 
than  3.0%.  Fully  diluted  earnings  per  share  include  the  effect  of  the  potential  issuance  of  shares  for  employee 
compensation  plans  as  well  as  for  the  Senior  Convertible  Discount  Notes  and,  unless  disclosed,  any  such 
dilution  would  be  less  than  3.0%. 

2.  Acquisition  of  Companies 

On  December  31,  1993,  Federated  Noteholding  Corporation  (“FNC”),  a  wholly  owned  subsidiary  of  the 
Company,  paid  $109.3  million  in  cash  and  issued  a  promissory  note  (the  “Promissory  Note’')  in  the  principal 
amount  of  $340.0  million  to  The  Prudential  Insurance  Company  of  America  (“Prudential”),  in  exchange  for 
50%  of  a  claim  (the  “Prudential  Claim”)  held  by  Prudential  in  the  Chapter  1 1  reorganization  of  R.  H.  Macy 
&  Co.,  Inc.  (“Macy’s”)  and  an  option  to  acquire  the  remaining  50%  of  the  Prudential  Claim  (the  “Prudential 
Option”).  This  investment  was  included  in  other  assets  in  the  Company’s  Consolidated  Balance  Sheet  at 
January  29,  1994. 

On  December  19,  1994,  the  Company  completed  its  acquisition  of  Macy’s  pursuant  to  a  Plan  of 
Reorganization  (the  “Macy’s  POR”)  of  Macy’s  and  substantially  all  of  its  subsidiaries  (collectively,  the 
“Macy’s  Debtors”).  Pursuant  to  the  Macy’s  POR,  Macy’s  merged  with  the  Company,  which  became 
responsible  for  making  distributions  of  cash  and  debt  and  equity  securities  to  the  holders  of  allowed  claims 
against  the  Macy’s  Debtors  pursuant  to  the  Macy's  POR.  In  connection  with  the  acquisition,  FNC  exercised 
the  Prudential  Option,  whereby  it  acquired  the  remainder  of  the  Prudential  Claim  in  exchange  for  $469.6 
million  in  cash  ,  and  repaid  the  full  amount  of  indebtedness  under  the  Promissory  Note.  The  total  purchase 
price  of  the  acquisition,  net  of  amounts  issued  or  paid  to  wholly  owned  subsidiaries  of  the  Company  (including 
FNC),  was  approximately  $3,815.9  million  and  consisted  of  the  following: 

(millions) 

Cash  payments,  including  exercise  of  the  Prudential  Option 


and  transaction  costs .  $  830.4 

Assumption  of  merger-related  liabilities .  192.5 

Issuance,  reinstatement  or  assumption  of  debt .  1,182.4 

Issuance  of  55.6  million  shares  of  common  stock .  1,047.6 

Issuance  of  warrants  to  purchase  18.0  million  shares  of 

common  stock  .  118.4 

Cost  of  the  initial  investment  in  the  Prudential  Claim,  net 
of  a  $4.7  million  cash  distribution .  444.6 


$3,815.9 

The  Macy’s  acquisition  was  accounted  for  under  the  purchase  method  and,  accordingly,  the  results  of 
operations  of  Macy’s  have  been  included  in  the  Company’s  results  of  operations  since  the  date  of  acquisition 
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NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  —  Continued 


and  the  purchase  price  has  been  allocated  to  Macy’s  assets  and  liabilities  based  on  their  estimated  fair  values 
at  the  date  of  acquisition.  Based  upon  management’s  initial  estimates,  the  excess  of  cost  over  net  assets 
acquired  is  approximately  $308.5  million  (see  Note  8). 


The  following  unaudited  pro  forma  condensed  statements  of  operations  give  effect  to  the  Macy’s 
acquisition  and  related  financing  transactions  as  if  such  transactions  had  occurred  at  the  beginning  of  the 
periods  presented. 

52  Weeks  Ended  52  Weeks  Ended 

January  28,  1995  January  29,  1994 

(millions,  except  per  share  data) 


Net  sales . 

Income  (loss)  before  extraordinary'  items 

Net  income . 

Earnings  per  share . 


$13,947.1 
81.7 
71.1 
$  .39 


$13,445.7 
(7.2) 
174.6* 
S  .96* 


*  Includes  a  favorable  cumulative  effect  adjustment  of  $185.3  million,  or  $1.02  per  share,  for  the  adoption  of 
SFAS  No.  109  by  Macy’s. 


The  foregoing  unaudited  pro  forma  condensed  statements  of  operations  give  effect  to,  among  other  pro 
forma  adjustments,  the  following: 

(i)  Interest  expense  on  debt  incurred  to  finance  the  acquisition,  the  reversal  of  Macy’s  historical  interest 
expense  and  the  reversal  of  the  Company’s  historical  interest  expense  on  certain  indebtedness  redeemed 
in  connection  with  the  acquisition; 

(ii)  Amortization  of  deferred  debt  expense  related  to  debt  incurred  to  finance  the  acquisition; 

(iii)  Amortization,  over  20  years,  of  the  excess  of  cost  over  net  assets  acquired,  and  amortization,  over  40 
years,  of  tradenames  acquired; 

(iv)  Depreciation  and  amortization  adjustments  related  to  fair  market  value  of  assets  acquired;  and 

(v)  Adjustments  to  income  tax  expense  related  to  the  above. 

The  foregoing  unaudited  pro  forma  information  is  provided  for  illustrative  purposes  only  and  does  not 
purport  to  be  indicative  of  results  that  actually  would  have  been  achieved  had  the  Macy”s  acquisition  been 
consummated  on  the  first  day  of  the  period  presented  or  of  future  results. 

On  May  26,  1994,  the  Company  purchased  Joseph  Home  Co.,  Inc.  (“Home’s”),  a  department  store 
retailer  operating  ten  stores  in  Pittsburgh  and  Erie,  Pennsylvania  for  approximately  $1 16.0  million,  including 
the  assumption  of  $40.0  million  of  mortgage  debt  and  transaction  costs.  The  acquisition  was  accounted  for 
under  the  purchase  method  of  accounting  and  the  purchase  price  approximated  the  estimated  fair  value  of  the 
assets  and  liabilities  acquired.  Results  of  operations  for  the  stores  acquired  are  included  in  the  Consolidated 
Financial  Statements  from  the  date  of  acquisition.  Pro  forma  financial  results  have  not  been  presented  for  this 
acquisition  since  it  did  not  significantly  affect  the  results  of  operations  of  the  Company. 
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3.  Business  Integration  and  Consolidation  Expenses 

Business  integration  and  consolidation  expenses  represent  the  costs  associated  with  the  integration  of  the 
Home’s  and  Macy’s  businesses  with  the  Company’s  other  businesses  and  the  consolidation  of  the  operations  of 
certain  of  the  Company’s  retail  operating  divisions. 

The  Company  recorded  a  $45.8  million  charge  in  the  52  weeks  ended  January  28,  1995  for  the  integration 
of  Macy’s  into  the  Company,  including  the  consolidation  of  the  Macy’s  East  division  with  the  Company’s 
Abraham  &  Straus/Jordan  Marsh  division  and  the  consolidation  of  central  merchandising  divisions.  The 
major  components  of  the  charge  include  $13.0  million  in  severance  expenses  for  Abraham  &  Straus/ Jordan 
Marsh  employees,  $12.3  million  in  penalties  associated  with  terminating  certain  merchandise  purchasing 
agreements  and  $14.1  million  of  losses  incurred  on  stores  closed  and  property  writedowns  related  to  stores  sold 
as  a  result  of  the  Macy’s  acquisition. 

The  Company  recorded  a  $27.0  million  charge  in  the  52  weeks  ended  January  28,  1995  for  the  integration 
of  the  ten  Home’s  department  stores  and  related  facilities  and  merchandising  and  operating  functions  into  the 
Company.  The  $27.0  million  charge  includes  $12.1  million  for  the  costs  of  operating  the  Home’s  central  office 
during  a  transitional  period  and  the  incremental  costs  associated  with  converting  the  Home’s  stores  to  Lazarus 
stores  (including  advertising,  credit  card  issuance  and  promotion,  data  processing  conversion  and  other  name 
change  expenses).  The  remainder  of  the  charge  relates  to  inventory  valuation  adjustments  of  Home’s 
merchandise  in  lines  which  the  Company,  subsequent  to  the  acquisition,  eliminated  or  replaced  with  Lazarus 
merchandise  lines. 

Finally,  as  a  result  of  the  consolidation  of  the  Company’s  Rich’s/Goldsmith’s  and  Lazarus  divisions, 
which  was  announced  on  January  20,  1995,  a  $13.1  million  charge  was  recorded  for  severance  related  to  the 
elimination  of  duplicative  positions. 

4.  Extraordinary  Items 

The  extraordinary  item  for  the  52  weeks  ended  January  29,  1994  represents  costs  of  $3.5  million,  net  of 
income  tax  benefit  of  $2.3  million,  associated  with  the  prepayment  of  the  entire  $355.0  million  outstanding 
principal  amount  of  the  Company’s  Series  B  Secured  Notes. 

On  December  15,  1992,  Prime  Receivables  Corporation  (“Prime”),  an  indirect  wholly  owned  special- 
purpose  financing  subsidiary  of  the  Company,  completed  the  public  offering  of  $981.0  million  ($979.1  million 
discounted  amount)  of  asset-backed  debt  securities.  In  connection  with  the  offerings,  the  Company’s  former 
receivables  financing  facilities  were  terminated.  During  the  52  weeks  ended  January  30,  1993,  the  Company 
recorded  an  extraordinary  item  of  $6.1  million,  net  of  income  tax  benefit  of  $3.9  million,  resulting  primarily 
from  the  non-cash  write-off  of  accrued  financing  costs  associated  with  the  prepayment  of  the  receivables 
facilities. 

On  May  28,  1992,  the  Company  completed  a  public  offering  of  46.0  million  shares  of  Common  Stock. 
The  net  proceeds  from  the  stock  offering  of  $502.0  million  and  cash  on  hand  were  applied  to  the  prepayment 
or  redemption  of  a  total  of  $950.0  million  of  long-term  debt.  During  the  52  weeks  ended  January  30,  1993,  the 
Company  recorded  an  extraordinary  item  of  $13.6  million,  net  of  income  tax  benefit  of  $8.8  million,  resulting 
primarily  from  the  non-cash  write-off  of  accrued  financing  costs  associated  with  the  debt  prepayments. 
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5.  Accounts  Receivable 


Due  from  customers . 

Less  allowance  for  doubtful  accounts 

Other  receivables  . 

Net  receivables . 


Januan  28,  January  29, 

1995  1994 


(millions) 


$2,087.9 

$1,702.2 

44.9 

36.9 

2,043.0 

1,665.3 

222.7 

93.6 

$2,265.7 

$1,758.9 

Sales  through  the  Company’s  credit  plans  were  $3,916.9  million,  $3,743.1  million  and  $3,575.2  million  for 
the  52  weeks  ended  January  28,  1995,  January  29,  1994  and  January  30,  1993,  respectively.  The  credit  plans 
relating  to  operations  of  the  Company  that  were  previously  conducted  through  divisions  of  Macy’s  are  owned 
by  a  third  party. 

Finance  charge  income  amounted  to  $320.3  million,  $243.6  million  and  $225.1  million  for  the  52  w^eeks 
ended  January  28,  1995,  January  29,  1994  and  January  30,  1993,  respectively. 


Changes  in  allowance  for  doubtful  accounts  are  as  follows: 


Balance,  beginning  of  year . 

Charged  to  costs  and  expenses . 

Net  uncollectible  balances  written  off 
Balance,  end  of  year . 


January  28, 
1995 

$  36.9 
66.5 
(58.5) 
$  44.9 


January  29. 
1994 

(millions) 

$  45.3 
50.3 
(58.7) 
$  36.9 


January  30, 
1993 


$  59.2 
52.0 
(65.9) 
S  45.3 


6.  Inventories 

Merchandise  inventories  were  $2,380.6  million  at  January  28,  1995,  compared  to  $1,180.8  million  at 
January  29,  1994.  At  January  28,  1995,  the  cost  of  inventories  using  the  LIFO  method  approximated  the  cost 
of  such  inventories  using  the  first-in,  first-out  method.  Inventories  were  $11.3  million  lower  at  January  29, 
1994  than  they  would  have  been  had  the  retail  method  been  applied  using  the  first-in,  first-out  method.  The 
application  of  the  LIFO  method  resulted  in  a  pre-tax  credit  of  $1 1.3  million  for  the  52  weeks  ended  January 
28,  1995  and  a  pre-tax  charge  of  $2.8  million  for  the  52  weeks  ended  January  29,  1994. 
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7.  Properties  and  Leases 


Land . 

Buildings  on  owned  land . 

Buildings  on  leased  land  and  leasehold  improvements 

Store  fixtures  and  equipment . 

Property  not  used  in  operations . 

Leased  properties  under  capitalized  leases . 


Less  accumulated  depreciation  and  amortization 


January  28, 
1995 

January  29, 
1994 

(million!*) 

$  888.6 

$  446.0 

2,162.2 

899.8 

1,055.7 

549.4 

1,765.9 

996.4 

6.5 

6.6 

62.6 

49.0 

5,941.5 

2,947.2 

591.6 

370.3 

$5,349.9 

$2,576.9 

Buildings  on  leased  land  and  leasehold  improvements  includes  approximately  $176.4  million  at  January 
28,  1995  and  $160.8  million  at  January  29,  1994  of  intangible  assets  relating  to  favorable  leases  which  are 
being  amortized  over  the  related  lease  terms. 

In  connection  with  various  shopping  center  agreements,  the  Company  is  obligated  to  operate  certain 
stores  within  the  centers  for  periods  of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be 
operated  under  a  particular  name. 

The  Company  leases  a  portion  of  the  real  estate  and  personal  property  used  in  its  operations.  Most  leases 
require  the  Company  to  pay  real  estate  taxes,  maintenance  and  other  executory  costs;  some  also  require 
additional  payments  based  on  percentages  of  sales  and  some  contain  purchase  options. 

Minimum  rental  commitments  (excluding  executory’  costs)  at  January  28,  1995,  for  noncancellable 
leases  are: 


Capital 

Operating 

Fiscal  year: 

leases 

leases 

(millions) 

Tout 

1995 . 

$  11.2 

$  158.2 

$  169.4 

1996 . 

11.0 

151.2 

162.2 

1997 . 

10.9 

132.8 

143.7 

1998 . 

10.6 

114.4 

125.0 

1999 . 

10.0 

105.7 

115.7 

After  1999  . 

94.9 

1,000.8 

1,095.7 

Total  minimum  lease  payments . 

Less  amount  representing  interest . 

Present  value  of  net  minimum  capital  lease  payments  . . 

148.6 

77.1 

$  71.5 

$1,663.1 

$1,811.7 
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Capitalized  leases  are  included  in  the  Consolidated  Balance  Sheets  as  property  and  equipment  while  the 
related  obligation  is  included  in  short-term  ($4.0  million)  and  long-term  ($67.5  million)  debt.  Amortization 
of  assets  subject  to  capitalized  leases  is  included  in  depreciation  and  amortization  expense.  Total  minimum 
lease  payments  shown  above  have  not  been  reduced  by  minimum  sublease  rentals  of  approximately  $8.9 
million  on  capital  leases  and  $17.2  million  on  operating  leases. 


Rental  expense  consists  of: 

52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 
(millions) 

January  30,  1993 

Real  estate  (excluding  executory  costs) 

Capital  leases  — 

Contingent  rentals . 

$  3.3 

S  3.4 

$  3.5 

Operating  leases  — 

Minimum  rentals . 

78.9 

68.5 

63.6 

Contingent  rentals . 

10.4 

8.7 

8.5 

92.6 

80.6 

75.6 

Less  income  from  subleases  — 

Capital  leases . 

0.6 

0.8 

0.8 

Operating  leases . 

0.9 

1.2 

6.1 

1.5 

2.0 

6.9 

$  91.1 

$  78.6 

$  68.7 

Personal  property  — 

Operating  leases . 

$  37.4 

$  38.1 

$  36.4 

8.  Intangible  Assets 

52  Weeks  Ended  52  Weeks  Ended 

January  28,  1995  January  29,  1994 

(millions) 

Reorganization  value  in  excess  of  amount  allocable  to 


identifiable  assets . 

$  300.2 

$ 

375.2 

Excess  of  cost  over  net  assets  acquired  —  Macy's . 

308.5 

— 

Tradenames  —  Macy’s . 

458.0 

— 

1,066.7 

375.2 

Less  accumulated  amortization . 

60.2 

37.5 

Intangible  assets  —  net . 

$1,006.5 

$ 

337.7 

Intangible  assets  are  being  amortized  on  a  straight-line  basis  over  20  years,  except  for  tradenames  which 
are  being  amortized  over  40  years.  During  the  52  weeks  ended  January  28,  1995,  the  Company  recorded  $75.0 
million  of  tax  benefits  as  a  reduction  of  reorganization  value  in  excess  of  amounts  allocable  to  identifiable 
assets  (see  Note  12). 
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9.  Notes  Receivable 


9l/2%  note  relating  to  the  sale  of  certain  divisions  in  1988  and 
maturing  in  two  equal  installments  on  May  3,  1997  and 
May  3,  1998  . 

Other . 


January  28,  January  29, 

1995  1994 


(millions) 


$  400.0  $  400.0 

_ 8 A  _ 8J$ 

$  408.1  $  408.8 


The  $400.0  million  note,  which  is  supported  by  a  letter  of  credit,  was  transferred  to  a  grantor  trust  which 
borrowed  $352.0  million  under  a  note  monetization  facility  and  transferred  such  proceeds  to  the  Company 
(see  Note  10). 


10.  Financing 


Short-term  debt: 

Bank  credit  facility . 

Receivables  backed  commercial  paper 
Current  portion  of  long-term  debt  . . . 

Total  short-term  debt . 


January  28.  January  29, 

1995  1994 

(millions) 

$  25.0  $ 

274.9 

163.1  10.1 

$  463.0  $  10.1 


Long-term  debt: 

Bank  credit  facility . 

Receivables  backed  certificates  . . 

Senior  notes . 

Mortgages . 

Senior  convertible  discount  notes 

Tax  notes . 

Note  monetization  facility . 

Promissory  note . 

Series  A  secured  notes . 

Subsidiary  trade  obligations . 

Capitalized  leases . 

Other . 

Total  long-term  debt 


$1,700.0 

$ 

1,056.8 

979.5 

450.0 

— 

415.1 

345.1 

306.6 

289.0 

177.4 

32.0 

352.0 

352.0 

— 

340.0 

— 

289.2 

— 

101.5 

67.5 

53.8 

3.8 

4.6 

$4,529.2 

$2,786.7 

F-14 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  —  Continued 


Interest  and  financing  costs  were  as  follows: 


52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 

January  30,  1993 

Interest  on  debt . 

$244.9 

(millions) 

$197.5 

$232.0 

Amortization  of  financing  costs . 

.  11.5 

10.2 

21.0 

Interest  on  capitalized  leases . 

.  6.2 

6.0 

5.3 

Subtotal . 

.  262.6 

213.7 

258.3 

Less: 

Interest  capitalized  on  construction . 

(0.5) 

(0.2) 

(0.1) 

Interest  income . 

(43.9) 

(49.4) 

(60.3) 

$218.2 

$164.1 

$197.9 

Future  maturities  of  long-term  debt,  other  than  capitalized  leases  and  including  unamortized  original 
issue  discount  of  $2.0  million,  are  shown  below: 


Fiscal  year: 

1996  . 

1997  . 

1998  . 

1999  . 

2000  . 

After  2000 


(millions) 


$  155.3 
903.7 

467.9 

913.9 
973.2 

1,049.7 


On  December  19,  1994,  the  Company  entered  into  a  $2,800.0  million  bank  credit  facility  (the  “Bank 
Credit  Facility”)  providing  for  up  to  $800.0  million  of  term  borrowings  and  up  to  $2,000.0  million  of  revolving 
credit  loans.  Utilizing  the  Bank  Credit  Facility  and  cash  on  hand,  the  Company  paid  off  its  previous  working 
capital  facility,  which  was  scheduled  to  expire  on  April  3,  1995,  exercised  its  option  to  acquire  the  remainder 
of  the  Prudential  Claim  for  $469.6  million,  repaid  all  indebtedness  under  a  $340.0  million  promissory’  note  and 
the  $280.7  million  Series  A  secured  notes  and  made  certain  cash  payments  in  connection  with  the  acquisition 
of  Macy’s. 

In  connection  with  the  acquisition  of  Macy’s,  the  Company  issued  $953.5  million  of  notes.  On  January 
27,  1995,  the  Company  issued  $450.0  million  of  10%  Senior  Notes  due  2001  and  utilized  the  proceeds  thereof, 
together  with  borrowings  under  the  Bank  Credit  Facility  and  the  proceeds  from  the  sale  of  $77.0  million  of 
receivables  backed  certificates,  to  prepay  the  $953.5  million  of  notes  in  their  entirety. 

The  following  summarizes  certain  provisions  of  the  Company’s  long-term  debt: 


Bank  Credit  Facility 

The  Bank  Credit  Facility  consists  of  a  $2,000.0  million  revolving  credit  facility  (the  “Revolving  Loan 
Facility”)  and  an  $800.0  million  term  loan  facility  (the  “Term  Loan  Facility”). 
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The  Revolving  Loan  Facility  provides  for  revolving  credit  loans  (“Revolving  Loans”  and,  together  with 
the  loans  under  the  Term  Loan  Facility,  the  “Loans”)  of  up  to  $2,000.0  million,  of  which  an  aggregate  of 
$1,100.0  million  is  available  for  seasonal  working  capital  purposes  (including  a  letter  of  credit  subfacility).  For 
30  consecutive  calendar  days  during  the  period  from  December  1  to  March  1,  commencing  December  l,  1995, 
total  borrowings  plus  the  aggregate  stated  amounts  of  stand-by  letters  of  credit  under  the  Revolving  Loan 
Facility  may  not  exceed  $1,000.0  million  ($1,100  million  in  the  case  of  the  period  from  December  1,  1995  to 
March  1,  1996).  The  Company’s  ability  to  effect  borrowings  under  the  Revolving  Loan  Facility  is  not  subject 
to  any  borrowing  base  requirements  or  limitations.  The  Revolving  Loan  Facility  matures  on  March  31,  2000, 
with  the  Revolving  Loans  then  outstanding  to  be  repaid  in  full  on  such  date. 

The  Term  Loan  Facility  matures  on  January  29,  2000  and  does  not  require  any  amortization  of  principal 
prior  to  May  4,  1996.  Commencing  on  May  4,  1996,  the  Company  is  required  to  make  quarterly  amortization 
payments  totaling,  on  an  annual  basis:  $100.0  million  in  the  first  year  thereafter,  $150.0  million  in  the  second 
year  thereafter,  $200.0  million  in  the  third  year  thereafter;  and  $350.0  million  in  the  fourth  year  thereafter. 
The  Company  is  permitted  by  the  terms  of  the  Credit  Agreement  to  make  voluntary  prepayments  of  amounts 
outstanding  under  the  Term  Loan  Facility  at  any  time  without  penalty  or  premium.  Until  such  time  as  the 
Company  has  obtained  an  investment  grade  rating  with  respect  to  its  long-term  senior  unsecured  debt, 
repayments  of  certain  amounts  outstanding  under  the  Term  Loan  Facility  are  required  upon  the  occurrence  of 
certain  events. 

Loans  under  the  Bank  Credit  Facility  (other  than  “competitive  bid  loans,”  if  any)  bear  interest  at  a  rate 
equal  to,  at  the  Company’s  option,  (i)  the  administrative  agent’s  Base  Rate  (as  defined  in  the  bank  credit 
agreement)  in  effect  from  time  to  time  or  (ii)  the  administrative  agent’s  Eurodollar  rate  (adjusted  for 
reserves)  plus  1.0%  subject  to  adjustment  based  on  the  Company’s  long-term  debt  rating  and  interest  coverage 
ratio.  The  Company  is  able  to  borrow  up  to  $1,000.0  million  under  the  Revolving  Loan  Facility  in  competitive 
bid  loans  at  either  fixed  rates  or  Eurodollar- based  rates  as  bid  by  the  lenders  in  the  Revolving  Loan  Facility. 
The  Company  pays  a  commitment  fee  of  0.25%  per  annum,  subject  to  adjustment,  on  the  unused  portion  of 
the  Revolving  Loan  Facility. 

The  Company  has  purchased  interest  rate  caps  covering  an  aggregate  notional  amount  of  $1,400.0  million 
for  a  period  of  three  years  from  December  15,  1994.  Pursuant  to  such  caps,  the  Eurodollar  rate  with  reference 
to  which  interest  on  $500.0  million  of  the  Company’s  variable  rate  indebtedness  is  determined  is  effectively 
limited  to  a  maximum  rate  of  8%  per  annum  throughout  such  three-year  period  and  the  Eurodollar  rate  with 
reference  to  which  interest  on  $900.0  million  of  the  Company’s  variable  rate  indebtedness  is  determined  is 
effectively  limited  to  a  maximum  rate  of  7%  per  annum  in  the  first  year  of  such  three-year  period,  8%  per 
annum  in  the  second  year  of  such  three-year  period  and  9%  per  annum  thereafter. 

Receivables  Backed  Certificates 

On  December  15,  1992,  Prime  issued  $981.0  million  ($979.1  million  discounted  amount)  of  asset-backed 
certificates  in  four  separate  classes  to  finance  its  purchases  of  revolving  consumer  credit  card  receivables 
generated  by  the  Company’s  department  store  operations  (other  than  operations  previously  conducted  by 
divisions  of  Macy’s).  The  four  classes  of  certificates  are:  (i)  $450.0  million  in  aggregate  principal  amount  of 
7.05%  Class  A-l  Asset-Backed  Certificates,  Series  1992-1  due  December  15,  1997;  (ii)  $450.0  million  in 
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aggregate  principal  amount  of  7.45%  Class  A-2  Asset-Backed  Certificates,  Series  1992-2  due  December  15, 
1999;  (iii)  $40.5  million  in  aggregate  principal  amount  of  7.55%  Class  B-l  Asset-Backed  Certificates,  Series 
1992-1  due  January  15,  1998;  and  (iv)  $40.5  million  in  aggregate  principal  amount  of  7.95%  Class  B-2  Asset- 
Backed  Certificates,  Series  1992-2  due  January  18,  2000.  On  January  20,  1995  Prime  entered  into  an 
agreement  pursuant  to  which  it  effectively  sold  an  additional  $77.0  million  of  asset-backed  certificates  to  a 
third  party,  with  such  certificates  bearing  interest  at  the  purchaser  s  commercial  paper  rate  plus  0.9%  and 
maturing  as  to  $38.5  million  in  1998  and  $38.5  million  in  2000.  The  certificates  represent  undivided  interests 
in  the  assets  of  a  master  trust  originated  by  Prime. 

Receivables  Backed  Commercial  Paper 

On  January  5,  1993,  an  indirect  wholly  owned  special  purpose  financing  subsidiary  of  the  Company 
entered  into  a  liquidity  facility  with  a  syndicate  of  banks  providing  for  the  issuance  of  up  to  $375.0  million  of 
receivables  backed  commercial  paper.  Borrowings  under  the  liquidity  facility  are  secured  by  an  interest  in  the 
master  trust  originated  by  Prime  and  are  subject  to  interest  rate  caps  effectively  limiting  the  rate  of  interest 
thereon  to  10%  per  annum.  As  of  January  28,  1995  there  was  $274.9  million  of  such  commercial  paper 
outstanding  and  at  January  29,  1994  there  was  no  such  commercial  paper  outstanding. 

Senior  Notes 

The  Senior  Notes  were  issued  by  the  Company  on  January'  27,  1995.  The  Senior  Notes  are  unsecured 
obligations  of  the  Company  which  mature  on  February  15,  2001  and  bear  interest  at  10%  per  annum  from 
January  27,  1995,  payable  semiannually  on  February  15  and  August  15,  of  each  year,  commencing  on  August 
15,  1995.  The  Senior  Notes  are  not  redeemable  at  the  option  of  the  Company  prior  to  maturity  and  are  not 
subject  to  a  sinking  fund. 

Mortgages 

Certain  of  the  Company’s  real  estate  subsidiaries  are  parties  to  a  mortgage  loan  facility  providing  for 
secured  borrowings.  Borrowings  under  the  facility  will  mature  in  2002  and  bear  interest  at  9.99%  per  annum. 
Borrowings  under  the  facility  are  secured  by  liens  on  certain  real  property.  As  of  January  28,  1995  and  January- 
29,  1994,  there  was  $345.1  million  outstanding  under  the  mortgage  loan  facility.  In  addition,  in  connection 
with  the  acquisitions  of  Home’s  and  Macy’s  in  1994,  the  Company  assumed  mortgage  debt  of  $40.0  million 
and  $32.6  million,  respectively. 

The  Senior  Convertible  Discount  Notes 

The  Convertible  Notes  are  unsecured  obligations  of  the  Company  which  mature  on  February  15,  2004 
and  bear  interest  at  the  rate  of  9.72%  per  annum  from  February'  15,  1995,  payable  semiannually  on  February 
15  and  August  15  of  each  year,  commencing  August  15,  1995.  Prior  to  February  15,  1995,  the  Convertible 
Notes  accreted  original  issue  discount  at  the  rate  of  6.0%  per  annum. 

At  any  time  at  the  option  of  a  holder  of  Convertible  Notes,  such  holder  will  have  the  right  to  convert  the 
principal  of  any  such  holder’s  Convertible  Notes  into  fully-paid  and  non-assessable  shares  of  Common  Stock 
at  the  rate  of  27.86  shares  of  Common  Stock  for  each  $1,000  stated  principal  amount  of  Convertible  Notes, 


F-17 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  —  Continued 


provided  that  such  conversion  rate  will  be  appropriately  adjusted  in  order  to  prevent  dilution  of  such 
conversion  rights  in  the  event  of  certain  changes  in  or  events  affecting  the  Common  Stock  and  certain 
consolidations,  mergers,  sales,  leases,  transfers,  or  other  dispositions  to  which  the  Company  is  a  party.  In 
addition,  if  at  any  time  the  closing  per  share  price  of  the  Common  Stock  is  $42.00  or  more  for  20  consecutive 
trading  days,  or  if  the  aggregate  outstanding  stated  principal  amount  of  the  Convertible  Notes  is  $12.5  million 
or  less,  the  Company  may  require  the  conversion  of  all  outstanding  Convertible  Notes  into  Common  Stock. 

On  each  of  February  15,  2002  and  2003,  the  Company  will  pay  an  amount  equal  to  33.3%  of  the 
aggregate  stated  principal  amount  of  the  Convertible  Notes  initially  outstanding,  and  will  pay  any  remaining 
balance  on  February  15,  2004,  in  each  case  together  with  accrued  interest  to  the  date  of  payment.  In  addition, 
subject  to  the  limitations  contained  in  certain  other  debt  instruments  to  which  the  Company  is  a  party,  at  any 
time  on  or  after  February  15,  1995,  the  Company  may  make  optional  prepayments  or  redemptions  of  the 
Convertible  Notes  in  w  hole  or  part.  All  such  prepayments  will  be  made  at  100%  of  the  stated  principal  amount 
so  prepaid  or  redeemed,  together  with  interest  accrued  to  the  date  of  prepayment  or  redemption. 

Tax  Notes 

The  Tax  Notes  represent  agreements  with  taxing  authorities  with  respect  to  claims  to  be  paid  over 
varying  periods  of  time  up  to  six  years,  with  unpaid  balances  bearing  interest  at  rates  ranging  from  8.0%  to 
9.35%  per  annum. 

Note  Monetization  Facility 

On  May  3,  1988,  the  Company  sold  certain  divisions  for  consideration  which  included  a  $400.0  million 
promissory’  note.  The  Company  subsequently  transferred  the  note  to  a  grantor  trust  of  which  it  is  the 
beneficiary.  The  trust  borrowed  $352.0  million  under  a  note  monetization  facility,  using  the  note  as  collateral, 
and  distributed  the  proceeds  of  such  borrowing  to  the  Company.  The  borrowing  under  the  note  monetization 
facility  matures  in  two  equal  installments  on  May  3,  1997  and  1998,  and  bears  interest  at  a  variable  interest 
rate  based  on  LIBOR,  subject  to  certain  adjustments.  An  interest  rate  swap  agreement  was  entered  into  for 
the  note  monetization  facility  which,  in  effect,  converted  the  variable  interest  rate  to  a  fixed  rate  of  10.344%. 
The  Company  is  not  an  obligor  on  the  borrowing  under  the  note  monetization  facility  or  the  interest  rate  swap 
agreement,  and  the  lender’s  recourse  thereunder  is  limited  to  the  trust’s  assets  and  the  Company’s  interest  in 
the  trust. 

Subsidiary  Trade  Obligations 

As  of  January  28,  1995,  the  subsidiary  trade  obligations,  relating  to  the  Company’s  reorganization 
proceedings,  were  included  in  short-term  debt  on  the  Consolidated  Balance  Sheet.  Such  obligations  were 
thereafter  paid  in  full  on  February  6,  1995. 
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11.  Accounts  Payable  and  Accrued  Liabilities 


January  28,  January  29, 

1995  1994 


(millions) 


Merchandise  and  expense  accounts  payable  .  .  . 
Business  integration  and  consolidation  expenses 

Merger  related  liabilities  . 

Taxes  other  than  income  taxes . 

Accrued  wages  and  vacation . 

Accrued  interest . 

Other  . 


$1,299.2 

$  833.4 

57.8 

— 

173.1 

— 

123.3 

52.5 

81.2 

50.3 

29.3 

25.3 

419.8 

248.2 

$2,183.7 

$1,209.7 

Included  in  the  liability  for  business  integration  and  consolidation  expenses  at  January  28,  1995  is  $26.1 
million  of  accrued  severance  related  to  approximately  750  employees  of  the  Abraham  &  Straus/Jordan 
Marsh,  Rich’s/Goldsmith's  and  Lazarus  divisions  (see  Note  3). 

12.  Taxes 

Total  income  taxes  were  allocated  as  follows: 


52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 
(millions) 

January  30,  1993 

Income  from  operations . 

.  $143.7 

$171.0 

$  99.3 

Extraordinary  items . 

.  — 

(2.3) 

(12.7) 

Total  income  taxes . 

.  $143.7 

$168.7 

$  86.6 
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Income  tax  expense  attributable  to  income  from  operations  is  as  follows: 


Federal . 

State  and  local 


52  Weeks  Ended 
January  28,  1995 


Current 

Deferred 

Total 

S  82.0 

$31.4 

$113.4 

21.2 

9.1 

30.3 

$103.2 

$40.5 

$143.7 

52  Weeks  Ended 
January  29,  1994 


Current 

Deferred 

Total 

(millions) 

$127.9 

$10.4 

$138.3 

33.6 

(0.9) 

32.7 

$161.5 

$  9.5 

$171.0 

52  W  eeks  Ended 
January  30,  1993 


Current 

Deferred 

Total 

$64.4 

$14.2 

$  78.6 

16.1 

4.6 

20.7 

$80.5 

$18.8 

$  99.3 

The  income  tax  expense  attributable  to  income  from  operations  reported  differs  from  the  expected  tax 
computed  by  applying  the  federal  income  tax  statutory  rate  of  35%  for  the  52  weeks  ended  January  28,  1995 
and  January  29,  1994  and  34%  for  the  52  weeks  ended  January  30,  1993  to  income  before  income  taxes  and 
extraordinary  items.  The  reasons  for  this  difference  and  their  tax  effects  are  as  follows: 


Expected  tax . 

State  and  local  income  taxes,  net  of  federal 

income  tax  expense . 

Permanent  difference  arising  from  amortization 

of  intangible  assets . 

Effect  of  federal  tax  rate  change  on  deferred 

income  taxes  . 

Other . 


52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 
(millions) 

January  30,  1993 

$115.9 

$128.7 

$  78.9 

19.7 

21.2 

13.7 

7.9 

6.6 

6.4 

_ 

14.2 

_ 

0.2 

0.3 

0.3 

$143.7 

$171.0 

$  99.3 
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The  tax  effects  of  temporary  differences  that  give  rise  to  significant  portions  of  the  deferred  tax  assets  and 
deferred  tax  liabilities  are  as  follows: 


January  28,  January  29, 

1995  1994 


(millions) 


Deferred  tax  assets: 

Operating  loss  carryforwards .  $  378.3  $  — 

Accrued  liabilities  accounted  for  on  a  cash  basis 

for  tax  purposes .  1 74.6  1 30. 1 

Postretirement  benefits  other  than  pensions .  180.8  78.4 

Capital  lease  debt .  28.6  22.7 

Allowance  for  doubtful  accounts .  18.1  14.8 

Alternative  minimum  tax  credit  carryforwards  ....  37.3  21.0 

Other .  77.7  46.6 

Total  gross  deferred  tax  assets .  895.4  313.6 

Less  valuation  allowance .  (1 14.7)  _ — 

Net  deferred  tax  assets .  780.7  313.6 


Deferred  tax  liabilities: 

Excess  of  book  basis  over  tax  basis  of  property  and 


equipment .  (1,119.2) 

Prepaid  pension  expense .  (76.7) 

Deferred  gain  from  sale  of  divisions .  (81.6) 

Merchandise  inventories .  (98.6) 

Effects  of  reorganization  transactions .  (136.4) 

Other .  (23.5) 

Total  gross  deferred  tax  liabilities .  (1,536.0) 

Net  deferred  tax  liability .  $  (755.3) 


(605.9) 

(95.2) 

(82.2) 
(68.1) 

(167.8) 
_ 1*8) 

(1,029.0) 
$  (715.4) 


In  assessing  the  realizability  of  deferred  tax  assets,  management  considers  whether  it  is  more  likely  than 
not  that  some  portion  or  all  of  the  deferred  tax  assets  will  not  be  realized.  The  ultimate  realization  of  deferred 
tax  assets  is  dependent  upon  the  generation  of  future  taxable  income  during  the  periods  in  which  those 
temporary  differences  become  deductible.  Management  considers  the  scheduled  reversal  of  deferred  tax 
liabilities  and  tax  planning  strategies  in  making  this  assessment.  Because  tax  law  limits  the  use  of  Macy’s  net 
operating  loss  carryforwards  (“Macy’s  NOL’s”)  to  subsequent  taxable  income  of  the  acquired  enterprise  in  a 
consolidated  tax  return  for  the  combined  enterprise,  management  has  recorded  a  valuation  allowance  of 
SI  14.7  million  to  reflect  the  estimated  amount  of  deferred  tax  assets  related  to  such  Macy’s  NOL’s  which  may 
not  be  realized.  Subsequent  adjustments,  if  any,  to  this  valuation  allowance  related  to  Macy’s  NOL’s  will  be 
recorded  as  reductions  of  excess  of  cost  over  value  of  net  assets  acquired. 

As  of  January  28,  1995,  the  Company  estimated  that  the  Macy’s  NOL’s  were  approximately  $950.0 
million  which  are  available  to  offset  future  taxable  income  through  2009.  The  Company  also  had  alternative 
minimum  tax  credit  carryforwards  of  $37.3  million  which  are  available  to  reduce  future  regular  income  taxes, 
if  any,  over  an  indefinite  period. 
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In  connection  with  the  joint  plan  of  reorganization  of  Federated  Stores,  Inc.  (“FSI”),  the  former  parent 
of  the  Company  and  certain  of  its  subsidiaries,  the  FSI  consolidated  tax  group  (which,  with  respect  to  periods 
prior  to  February'  4,  1992,  included  the  Company  and  such  subsidiaries)  triggered  certain  gains  (the  “Gains”) 
estimated  at  approximately  $1,800.0  million.  The  Company  believes  that  net  operating  and  capital  losses 
(“NOLs”)  sufficient  to  offset  the  Gains  were  available  at  the  time  the  Gains  were  triggered  and,  accordingly, 
that  the  Company  will  have  no  regular  federal  income  tax  liability  in  respect  thereof  and  that  it  has  adequately 
provided  for  its  estimated  alternative  minimum  tax  liability.  Management  does  not  expect  that  the  resolution 
of  issues  related  to  the  Gains  will  have  a  material  adverse  effect  on  the  Company’s  financial  position  or  results 
of  operations.  Further,  the  realization  of  any  unrecorded  tax  benefits  related  to  the  NOLs  generated  prior  to 
February  4,  1992  will  be  recorded  as  reductions  of  reorganization  value  in  excess  of  amounts  allocable  to 
identifiable  assets.  During  the  year  ended  January  28,  1995,  the  Company  recorded  $75.0  million  of  tax 
benefits  related  to  such  NOLs  and  reduced  reorganization  value  in  excess  of  amounts  allocable  to  identifiable 
assets  accordingly. 

In  connection  with  their  respective  reorganization  proceedings,  the  Internal  Revenue  Service  (“IRS”) 
audited  the  tax  returns  of  the  Company  and  certain  of  its  subsidiaries  and  the  FSI  consolidated  tax  group  for 
tax  years  1984  through  1989  and  asserted  certain  claims  against  the  Company  and  such  subsidiaries  and  other 
members  of  the  FSI  consolidated  tax  group.  The  issues  raised  by  the  IRS  audit  were  resolved  by  agreement 
with  the  IRS  except  for  two  issues  involving  the  use  by  the  Company  of  an  aggregate  of  $27.0  million  of 
NOLs  of  an  acquired  company  and  the  deductibility  of  approximately  $176.3  million  of  so-called  “break-up 
fees.”  These  issues  were  litigated  before  the  Bankruptcy  Court  for  the  Southern  District  of  Ohio  and  resolved 
in  favor  of  the  Company;  however,  the  IRS  pursued  appeals  on  both  issues  to  the  United  States  District  Court 
for  the  Southern  District  of  Ohio  (the  “Ohio  District  Court”),  which  affirmed  the  decision  of  the  Bankruptcy 
Court  on  August  2,  1994.  On  September  30,  1994,  the  IRS  filed  a  notice  of  appeal  to  the  United  States  Court 
of  Appeals  for  the  Sixth  Circuit  with  respect  to  the  issue  relating  to  “break-up  fees”  only,  where  such  appeal  is 
currently  pending.  Although  there  can  be  no  assurance  with  respect  thereto,  management  does  not  expect  that 
the  ultimate  resolution  of  this  issue  will  have  a  material  adverse  effect  on  the  Company’s  financial  position  or 
results  of  operations. 

13.  Retirement  Plans 

The  Company  has  defined  benefit  plans  (“Pension  Plans”)  and  defined  contribution  plans  (“Savings 
Plans”)  which  cover  substantially  all  employees  who  work  1,000  hours  or  more  in  a  year.  In  addition,  the 
Company  has  defined  benefit  supplementary  retirement  plans  which  include  benefits,  for  certain  employees,  in 
excess  of  qualified  plan  limitations.  For  the  52  weeks  ended  January'  28,  1995,  and  the  52  weeks  ended  January 
29,  1994,  net  retirement  expense  for  these  plans  totaled  $3.0  million  and  $2.7  million,  respectively.  For  the  52 
weeks  ended  January  30,  1993,  net  retirement  income  for  these  plans  totaled  $1.1  million.  In  connection  with 
the  acquisition  of  Macy’s,  the  Company  added  a  pension  plan,  a  savings  plan  and  a  supplementary'  retirement 
plan.  The  pension  plan  and  supplementary  retirement  plan  are  included  in  the  projected  actuarial  present 
value  of  benefit  obligations  at  December  31,  1994.  The  impact  on  pension  income  or  expense  for  the  52  weeks 
ended  January  28,  1995  was  not  material  for  any  Macy  retirement  plan  added. 

Measurements  of  plan  assets  and  obligations  for  the  Pension  Plans  and  the  defined  benefit  supplementary 
retirement  plans  are  calculated  as  of  December  31  of  each  year.  In  addition,  for  such  plans,  the  discount  rates 
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used  to  determine  the  actuarial  present  value  of  projected  benefit  obligations  ranged  from  8.0%  to  8.5%  as  of 
December  31,  1994  and  was  7.0%  as  of  December  31,  1993.  The  assumed  rate  of  increase  in  future 
compensation  levels  ranged  from  5.0%  to  6.0%  as  of  December  31,  1994  and  was  5.0%  as  of  December  31, 
1993.  The  long-term  rate  of  return  on  assets  (Pension  Plans  only)  ranged  from  9.0%  to  9.75%  as  of  December 
31,  1994  and  was  9.75%  as  of  December  31,  1993. 

Pension  Plans 

Net  pension  income  for  the  Company’s  Pension  Plans  included  the  following  actuarially  determined 


components: 

52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 

January  30,  1993 

Service  cost . 

$  19.9 

(millions) 

$  17.5 

S  16.8 

Interest  cost . 

39.9 

39.0 

36.9 

Actual  return  on  assets . 

5.1 

(94.1) 

(48.6) 

Net  amortization  and  deferrals . 

(73.7) 

24.9 

(19.6) 

Cost  of  special  termination  benefits  . . . 

— 

7.8 

— 

$  (8.8) 

$  (4.9) 

$(14.5) 

The  following  table  sets  forth  the  projected  actuarial  present  value  of  benefit  obligations  and  funded 
status  at  December  31,  1994  and  1993,  for  the  Pension  Plans: 


December  31, 

December  31, 

1994 

1993 

Accumulated  benefit  obligations . 

(millions) 

$  888.5 

$536.4 

Less:  Present  value  of  net  accumulated  benefits 

available  under  a  Savings  Plan . 

30.9 

43.5 

Net  accumulated  benefit  obligations,  including  vested 
benefits  of  $839.7  million  and  $478.7  million, 
respectively . 

857.6 

492.9 

Projected  compensation  increases . 

137.6 

75.7 

Projected  benefit  obligations . 

995.2 

568.6 

Plan  assets  (primarily  stocks,  bonds  and  U.S. 
government  securities)  . 

1,075.3 

744.9 

Unrecognized  loss . 

127.6 

52.9 

Unrecognized  prior  service  cost . 

1.9 

8.9 

1,204.8 

806.7 

Prepaid  pension  expense . 

$  209.6 

$238.1 
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The  Company’s  policy  is  to  fund  the  Pension  Plans  at  or  above  the  minimum  required  by  law.  At 
December  31,  1994  and  1993,  the  Company  had  met  the  full  funding  limitation.  Plan  assets  are  held  by 
independent  trustees. 

In  connection  with  a  salary  reduction  program  at  one  division,  the  Company  provided,  in  1993,  $7.8 
million  of  special  termination  benefits  to  eligible  employees  who  elected  to  retire  within  a  specified  time 
period. 

Supplementary  Retirement  Plans 

Net  pension  expense  for  the  supplementary  retirement  plans  included  the  following  actuarially  deter¬ 
mined  components: 


52  Weeks  Ended 
January  28,  1995 

52  Weeks  Ended 
January  29,  1994 

(millions) 

52  Weeks  Ended 
January  30,  1993 

Service  cost . 

$ 

0.8 

$  0.3 

$  0.3 

Prior  service  cost  . 

— 

— 

7.9 

Interest  cost  on  projected  benefit  obligations 

1.7 

1.2 

0.6 

Net  amortization  and  deferral . 

1.0 

(0.3) 

(0.4) 

$ 

3.5 

$  1.2 

$  8.4 

The  following  table  sets  forth  the  projected  actuarial  present  value  of  unfunded  benefit  obligations  at 
December  31,  1994  and  1993,  for  the  supplementary  retirement  plans: 

December  31,  December  31, 

1994  1993 

(millions) 

Accumulated  benefit  obligations,  including  vested  benefits  of 


$20.7  million  and  $14.0  million,  respectively .  $  21.1  $  14.2 

Projected  compensation  increases .  19.7  3.5 

Projected  benefit  obligations  .  40.8  17.7 

Unrecognized  gain .  4.4  3.6 

Unrecognized  prior  service  cost .  (7.6)  (1.1) 

Accrued  supplementary  retirement  obligation .  $  37.6  $  20.2 


In  December  1992,  the  Company  reestablished  a  percentage  of  the  benefits  for  former  employees  who 
had  retired  prior  to  January  15,  1990.  This  action  increased  the  accumulated  benefit  obligation  by  $7.9  million 
at  December  31,  1992,  which  was  expensed  as  prior  service  cost  in  the  52  weeks  ended  January  30,  1993. 

Savings  Plans 

The  Savings  Plans  include  a  voluntary  savings  feature  for  eligible  employees.  For  one  plan,  the 
Company’s  contribution  is  based  on  the  Company’s  annual  earnings  and  minimum  Company  contribution  is 
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20%  of  employee's  eligible  savings.  For  the  other  plan,  the  Company’s  contribution  is  based  on  a  percentage  of 
employee  savings.  Savings  expense  amounted  to  $8.3  million  for  the  52  weeks  ended  January  28,  1995,  $6.4 
million  for  the  52  weeks  ended  January  29,  1994,  and  $5.0  million  for  the  52  weeks  ended  January  30,  1993. 

Deferred  Compensation  Plan 

During  1993,  the  Company  implemented  a  deferred  compensation  plan  wherein  eligible  executives  may 
elect  to  defer  a  portion  of  their  compensation  each  year  as  either  stock  or  cash  credits.  The  Company  transfers 
shares  to  a  trust  to  cover  the  number  it  estimates  will  be  needed  for  distribution  of  stock  credits  currently 
outstanding.  At  January  28,  1995  and  January  29,  1994,  the  liability  under  the  plan  which  is  reflected  in  other 
liabilities  is  $3.9  million  and  $1.1  million,  respectively.  Expense  for  the  52  weeks  ended  January  28,  1995  and 
the  52  weeks  ended  January  29,  1994  was  immaterial. 

14.  Postretirement  Health  Care  and  Life  Insurance  Benefits 

In  addition  to  pension  and  other  supplemental  benefits,  certain  retired  employees  are  currently  provided 
with  specified  health  care  and  life  insurance  benefits.  Eligibility  requirements  for  such  benefits  vary  by  division 
and  subsidiary,  but  generally  state  that  benefits  are  available  to  employees  who  retire  after  a  certain  age  with 
specified  years  of  service.  Certain  employees  are  either  ineligible  for  such  benefits  or  are  subject  to  having  such 
benefits  modified  or  terminated.  The  postretirement  benefit  obligations  related  to  persons  previously  employed 
by  Macy's  are  included  in  the  projected  actuarial  present  value  of  benefit  obligations  at  December  31,  1994. 
The  impact  on  postretirement  benefit  expense  for  the  52  weeks  ended  January  28,  1995  was  not  material. 


Net  postretirement  benefit  expense  included  the  following  actuarially  determined  components: 


52  Weeks  Ended 

52  Weeks  Ended 

52  W  eeks  Ended 

January  28,  1995 

January  29,  1994 
(millions) 

January  30,  1993 

Service  cost . 

$  0.7 

$  1.0 

$  3.5 

Interest  cost . 

9.1 

9.7 

15.1 

Net  amortization  and  deferral . 

(5.8) 

(5.8) 

— 

$  4.0 

$  4.9 

$  18.6 
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The  measurement  of  the  postretirement  benefit  obligations  is  calculated  as  of  December  31.  The 
following  table  sets  forth  the  projected  actuarial  present  value  of  unfunded  postretirement  benefit  obligations 
at  December  31,  1994  and  1993: 


Accumulated  postretirement  benefit  obligation: 

Retirees . 

Fully  eligible  active  plan  participants . 

Other  active  plan  participants . 

Accumulated  postretirement  benefit  obligation 

Unrecognized  net  gain . 

Unrecognized  prior  service  cost . 

Accrued  postretirement  benefit  obligation  .... 


December  31,  December  31, 

1994  1993 


(millions) 


$246.6 

$112.0 

48.9 

14.6 

89.6 

11.4 

385.1 

138.0 

44.4 

35.5 

20.7 

22.9 

$450.2 

$196.4 

The  discount  rate  used  in  determining  the  actuarial  present  value  of  unfunded  postretirement  benefit 
obligations  ranged  from  8.0%  to  8.5%  as  of  December  31,  1994  and  was  7.0%  as  of  December  31,  1993. 

The  future  medical  benefits  provided  by  the  Company  for  certain  employees  are  based  on  a  fixed  amount 
per  year  of  service,  and  the  accumulated  postretirement  benefit  obligation  is  not  affected  by  increases  in  health 
care  costs.  However,  the  future  medical  benefits  provided  by  the  Company  for  certain  other  employees  are 
affected  by  increases  in  health  care  costs.  For  purposes  of  determining  the  present  values  of  unfunded 
postretirement  benefit  obligations,  the  annual  growth  rate  in  the  per  capita  cost  of  various  components  of  such 
medical  benefit  obligations  was  assumed  to  range  from  11.5%  to  19.0%  in  the  first  year,  and  to  decrease 
gradually  for  each  such  component  to  6.0%  in  the  twelfth  year  and  to  remain  at  that  level  thereafter.  The 
foregoing  growth  rate  assumption  has  a  significant  effect  on  such  determination.  To  illustrate,  increasing  such 
assumed  growth  rates  by  one  percentage  point  would  increase  the  present  value  of  unfunded  postretirement 
benefit  obligations  as  of  December  31,  1994  by  $35.1  million. 

15.  Equity  Plan 

The  Company  has  implemented  an  equity  plan  intended  to  provide  an  equity  interest  in  the  Company  to 
key  management  personnel  and  thereby  provide  additional  incentives  for  such  persons  to  devote  themselves  to 
the  maximum  extent  practicable  to  the  businesses  of  the  Company  and  its  subsidiaries.  The  equity  plan  is 
administered  by  the  Compensation  Committee  of  the  Board  of  Directors  (the  “Compensation  Committee’1). 
The  Compensation  Committee  is  authorized  to  grant  options,  stock  appreciation  rights  and  restricted  stock  to 
officers  and  key  employees  of  the  Company  and  its  subsidiaries.  The  equity  plan  also  provides  for  the  award  of 
options  to  non-employee  directors. 
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Stock  option  transactions  are  as  follows: 


52  Weeks  Ended  52  Weeks  Ended 

January  28.  1995 _  _ January  29,  1994 


(shares  in  thousands) 

Shares 

Grant  Price 

Shares 

Grant  Price 

Outstanding,  beginning  of  year . 

.  3,038.5 

$11,625-25.000 

1,828.5 

$11,625-18.375 

Granted  . 

.  3,597.4 

18.625-23.625 

1,575.3 

19.375-25.000 

Canceled  . 

.  (218.2) 

11.625-23.625 

(268.2) 

15.625-20.875 

Exercised . 

.  (266.2) 

11.625-20.875 

(97.1) 

11.625-16.875 

Outstanding,  end  of  year . 

.  6,151.5 

$11,625-25.000 

3,038.5 

$11,625-25.000 

Exercisable,  end  of  year . 

.  1,904.1 

$11,625-25.000 

814.1 

$11,625-20.875 

As  of  January  28,  1995,  1,966,700  shares  of  Common  Stock  were  available  for  additional  grants  pursuant 
to  the  Company’s  former  equity  plan,  of  which  331,400  shares  were  available  for  grants  in  the  form  of 
restricted  stock.  In  the  year  ended  January  28,  1995,  418,000  shares  of  Common  Stock  were  granted  in  the 
form  of  restricted  stock.  Effective  February'  15,  1995,  the  Company’s  former  equity  plan  was  terminated  and  a 
total  of  1 1,966,700  shares  of  Common  Stock  (including  331,400  shares  available  for  grants  as  restricted  stock) 
became  available  for  issuance  under  the  Company’s  current  equity  plan. 

16.  Shareholders’  Equity 

The  authorized  shares  of  the  Company  consist  of  125.0  million  shares  of  preferred  stock  (‘"Preferred 
Stock”),  par  value  of  $.01  per  share  with  no  shares  issued,  and  500.0  million  shares  of  Common  Stock,  par 
value  of  $.01  per  share  with  212.2  million  shares  of  Common  Stock  issued  and  182.6  million  shares  of 
Common  Stock  outstanding  at  January  28,  1995.  126.3  million  and  126.0  million  shares  of  Common  Stock 
were  issued  and  outstanding  at  January  29,  1994  and  January  30,  1993,  respectively. 

Common  Stock 

The  holders  of  the  Common  Stock  are  entitled  to  one  vote  for  each  share  held  of  record  on  all  matters 
submitted  to  a  vote  of  shareholders.  Subject  to  preferential  rights  that  may  be  applicable  to  any  Preferred 
Stock,  holders  of  Common  Stock  are  entitled  to  receive  ratably  such  dividends  as  may  be  declared  by  the 
Board  of  Directors  out  of  funds  legally  available  therefor.  However,  it  is  not  presently  anticipated  that 
dividends  will  be  paid  on  Common  Stock  in  the  foreseeable  future  and  certain  of  the  debt  instruments  to 
which  the  Company  is  a  party  restrict  the  payment  of  dividends. 

Preferred  Share  Purchase  Rights 

Each  share  of  Common  Stock  is  accompanied  by  one  right  (a  “Right”)  issued  pursuant  to  the  Share 
Purchase  Rights  Agreement  between  the  Company  and  The  Bank  of  New  York,  as  Rights  Agent.  Each  Right 
entitles  the  registered  holder  thereof  to  purchase  from  the  Company  one  one-hundredth  of  a  share  of  Series  A 
Junior  Participating  Preferred  Stock,  par  value  $.01  per  share  (the  “Series  A  Preferred  Shares”),  of  the 
Company  at  a  price  (the  “Purchase  Price”)  of  $62.50  per  one  one-hundredth  of  a  Series  A  Preferred  Share 
(subject  to  adjustment). 
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In  general,  the  Rights  will  not  become  exercisable  or  transferable  apart  from  the  shares  of  Common 
Stock  with  which  they  were  issued  unless  a  person  or  group  of  affiliated  or  associated  persons  becomes  the 
beneficial  owner  of,  or  commences  a  tender  offer  that  would  result  in  beneficial  ownership  of,  20%  or  more  of 
the  outstanding  shares  of  Common  Stock  (any  such  person  or  group  of  persons  being  referred  to  as  an 
“Acquiring  Person”).  Thereafter,  under  certain  circumstances,  each  Right  (other  than  any  Rights  that  are  or 
were  beneficially  owned  by  an  Acquiring  Person,  which  Rights  will  be  void)  could  become  exercisable  to 
purchase  at  the  Purchase  Price  a  number  of  shares  of  Common  Stock  having  a  market  value  equal  to  two 
times  the  Purchase  Price.  The  Rights  will  expire  on  February  4,  2002,  unless  earlier  redeemed  by  the 
Company  at  a  redemption  price  of  $.03  per  Right  (subject  to  adjustment). 


Future  Stock  Issuances 

The  Company  is  authorized  to  issue  8.6  million  shares  of  Common  Stock  (subject  to  adjustment)  upon 
the  conversion  of  the  Convertible  Notes,  5.2  million  shares  of  Common  Stock  (subject  to  adjustment)  upon 
the  exercise  of  the  Series  A  Warrants  and  Series  B  Warrants  and  18.0  million  shares  of  Common  Stock 
(subject  to  adjustment)  upon  the  exercise  of  the  Series  C  Warrants  and  Series  D  Warrants.  The  warrants 
have  the  following  terms: 


Shares  per 

Exercise 

Expiration 

Warrant 

Price 

Date 

Series  A . 

.  1.047 

$25.00 

2/15/96 

Series  B . 

.  1.047 

35.00 

2/15/00 

Series  C . 

.  1.000 

25.93 

12/19/99 

Series  D . 

.  1.000 

29.92 

12/19/01 
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Shareholders1  Equity  consists  of  the  following: 


Preferred  stock . 

Common  stock: 

Balance,  beginning  of  year . 

Issuance  of  common  stock . 

Balance,  end  of  year . 

Additional  paid-in  capital: 

Balance,  beginning  of  year . 

Issuance  of  common  stock . 

Issuance  of  warrants . 

Cancellation  of  treasury  stock . 

Balance,  end  of  year . 

Unearned  restricted  stock: 

Balance,  beginning  of  year . 

Cancellation  (issuance)  of  common  stock 
Amortization . 

Balance,  end  of  year . 

Treasury  stock: 

Balance,  beginning  of  year . 

Additions . 

Cancellations . 

Balance,  end  of  year . 

Accumulated  equity: 

Balance,  beginning  of  year . 

Net  income . 

Balance,  end  of  year . 

Total  shareholders1  equity . 


52  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

January  28,  1995 

January  29,  1994 
(millions) 

January  30,  1993 

$ 

$ 

$  - 

1.3 

1.3 

0.8 

0.8 

— 

0.5 

2.1 

1.3 

1.3 

1,975.7 

1,968.0 

1,453.3 

1,617.7 

7.7 

514.7 

118.4 

— 

— 

(0.5) 

— 

— 

3,711.3 

1,975.7 

1,968.0 

(4.1) 

(7.3) 

_ 

(7.1) 

0.1 

(13.1) 

2.7 

3.1 

5.8 

(8.5) 

(4.1) 

(7.3) 

(0.9) 

_ 

_ 

(558.7) 

(0.9) 

— 

0.5 

— 

— 

(559.1) 

(0.9) 

_ 

306.2 

113.0 

— 

187.6 

193.2 

113.0 

493.8 

306.2 

113.0 

$3,639.6 

$2,278.2 

$2,075.0 

F-29 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  —  Continued 


Changes  in  the  number  of  shares  held  in  the  treasury'  are  as  follows: 

52  Weeks  Ended  52  W  eeks  Ended 
January  28,  1995  January  29,  1994 

(thousands) 


Balance,  beginning  of  year . 

Additions: 

40.6 

Acquisition  of  Macy’s . 

29.474.2 

— 

Restricted  stock . 

15.7 

8.5 

Deferred  compensation  plan . 

98.4 

32.1 

Cancellations . 

(24.2) 

— 

Balance,  end  of  year  . 

29,604.7 

40.6 

In  connection  with  the  acquisition  of  Macy’s,  29.5  million  shares  were  issued  to  wholly  owned  subsidiaries 
of  the  Company  and  are  reflected  as  treasury  shares  in  the  Consolidated  Financial  Statements.  Additions  to 
treasury  stock  for  restricted  stock  represent  shares  accepted  in  lieu  of  cash  to  cover  employee  tax  liability  upon 
lapse  of  restrictions.  Under  the  deferred  compensation  plan,  shares  are  maintained  in  a  trust  to  cover  the 
number  estimated  to  be  needed  for  distribution  of  stock  credits  currently  outstanding. 

17.  Financial  Instruments  and  Concentrations  of  Credit  Risk 

The  following  methods  and  assumptions  were  used  to  estimate  the  fair  value  of  each  class  of  financial 
instruments  for  which  it  is  practicable  to  estimate  that  value: 

Cash  and  short-term  investments 

The  carrying  amount  approximates  fair  value  because  of  the  short  maturity  of  these  instruments. 

Accounts  receivable 

The  carrying  amount  approximates  fair  value  because  of  the  short  average  maturity  of  the  instruments, 
and  bad  debt  expense  can  be  reasonably  estimated  and  has  been  reserved  for  against  the  receivable  balance. 

Notes  receivable 

The  fair  value  of  notes  receivable  is  estimated  using  discounted  cash  flow  analysis,  based  on  estimated 
market  discount  rates. 

Other  assets 

As  of  January'  28,  1995,  the  Company’s  long-term  investment  consisted  of  its  ownership  of  approximately 
6.58%  of  the  common  stock  of  Ralphs  Grocery  Company  (“Ralphs”),  the  fair  value  of  which  was  estimated  as 
of  such  date  based  on  the  terms  of  the  pending  sale  thereof.  As  of  January'  29,  1994,  no  quoted  market  prices 
existed  for  the  Company’s  long-term  investments  (which  then  included  the  Company’s  initial  investment  in 
the  Prudential  Claim)  and,  therefore,  a  reasonable  estimate  of  fair  value  could  not  be  made  without  incurring 
excessive  costs.  Additional  information  pertinent  to  the  value  of  the  investments  is  provided  below. 
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Long-term  debt 

The  fair  values  of  the  Company’s  long-term  debt  are  estimated  based  on  the  quoted  market  prices  for 
publicly  traded  debt  or  by  using  discounted  cash  flow  analysis,  based  on  the  Company’s  current  incremental 
borrowing  rates  for  similar  types  of  borrowing  arrangements. 

Interest  rate  swap  agreement 

The  fair  value  of  the  interest  rate  swap  agreement  is  obtained  from  dealer  quotes.  The  value  represents 
the  estimated  amount  the  Company  would  pay  to  terminate  the  agreement  at  the  reporting  date,  taking  into 
account  current  interest  rates  and  the  current  creditworthiness  of  the  swap  counterparties.  The  interest  rate 
swap  agreement  pertains  to  the  note  monetization  facility  and,  although  currently  in  a  net  payable  position, 
management  intends  to  hold  the  agreement  to  its  maturity  date. 


Interest  rate  cap  agreements 

The  fair  values  of  the  interest  rate  cap  agreements  are  estimated  based  on  current  settlement  prices  of 
comparable  contracts  obtained  from  dealer  quotes. 


The  estimated  fair  values  of  the  Company’s  financial  instruments  are  as  follows: 

January  28,  1995  January  29,  1994 


Carrying 

Fair 

Carrying 

Fair 

Amount 

Value 

i  millinnv  ) 

Amount 

Value 

(millions) 


Cash  and  short-term  investments . 

$  207.4 

$  207.4 

$  222.4 

$  222.4 

Notes  receivable . 

408.1 

406.1 

408.8 

459.7 

Other  assets . 

43.0 

52.4 

475.2 

N/A 

Long-term  debt . 

4,499.7 

4,518.5 

2,732.9 

2,843.1 

Interest  rate  swap  agreement  . 

— 

(20.5) 

— 

(63.3) 

Interest  rate  cap  agreements . 

24.0 

19.5 

6.7 

— 
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The  estimated  fair  values  and  related  unrecognized  loss  of  the  Company’s  interest  rate  swap  and  cap 
agreements  are  as  follows: 


January  28,  1995 _  _ January  29,  1994 


Notional 

Amount  Rate 

Term 

Carrying 

Value 

Fair 

Value 

Unrecognized 
Gain  (loss) 

Carrying 

Value 

Fair 

Value 

Unrecognized 
Gain  (loss) 

Interest  Rate  Caps: 

$  500.0  8% 

12/15/94  to  12/15/97 

$  7.3 

$  6.1 

(millions) 

$  (2.1)  $  — 

$  - 

$ 

$  900.0  7% 

8% 

9% 

12/15/94  to  12/15/95 
12/15/95  to  12/15/96 
12/15/96  to  12/15/97 

11.9 

10.3 

(1.6) 

$  375.0  10% 

2/3/95  to  1/3/01 

4.5 

2.7 

(1.8) 

3.9 

— 

(3.9) 

$  38.5  11% 

1/20/95  to  3/15/98 

0.1 

0.1 

— 

— 

— 

— 

$  38.5  11% 

1/20/95  to  3/15/00 

0.2 

0.3 

0.1 

— 

— 

— 

$1,000.0  7% 

2/3/94  to  2/3/95 

— 

— 

— 

2.8 

— 

(2.8) 

Interest  Rate  Swap: 

$  352.0  10.344%  $176.0  to  5/3/97  and 

$176.0  to  5/3/98 

(20.5) 

(20.5) 

(63.3) 

(63.3) 

The  interest  rate  cap  agreements  in  effect  at  January  28,  1995  are  used  to  hedge  interest  rate  risk  related 
to  variable  rate  indebtedness  under  the  Company’s  bank  credit  facility  and  receivable  backed  commercial 
paper  program.  These  interest  rate  cap  agreements  are  recorded  at  cost  and  are  amortized  on  a  straight-line 
basis  over  the  life  of  the  cap.  The  $1,000.0  million  interest  rate  cap  agreement  in  effect  at  January  29,  1994 
related  to  variable  rate  indebtedness  of  the  Company  which  was  thereafter  retired. 


The  interest  rate  swap  agreement  described  in  the  foregoing  table  relates  to  a  note  monetization  facility, 
which  bears  interest  based  on  LIBOR,  subject  to  certain  adjustments.  The  interest  rate  swap  agreement 
converts  this  variable  rate  debt  (LIBOR  plus  0.40%)  to  a  fixed  rate  of  10.344%.  The  trust  that  is  the  borrower 
under  the  note  monetization  facility  receives  fixed-rate  interest  on  the  promissory  note  constituting  such  trust’s 
principal  asset. 

The  fair  value  of  the  Company's  investment  in  Ralph’s  is  based  on  the  pending  sale  thereof  in  exchange 
for  $24.7  million  in  cash  and  $9.9  million  in  debentures,  for  a  total  of  $34.6  million.  The  investment  is  carried 
at  cost  of  $25.2  million  and  $25.9  million  in  the  Consolidated  Balance  Sheets  at  January  28,  1995  and  January 
29,  1994,  respectively.  The  Company’s  initial  investment  in  the  Prudential  Claim  was  carried  at  its  original 
cost  of  $449.3  million  in  the  Consolidated  Balance  Sheet  at  January  29,  1994. 


Commitments  to  extend  credit  under  revolving  agreements  relate  primarily  to  the  aggregate  unused  credit 
limits  and  unused  lines  of  credit  for  the  Company’s  credit  plans.  These  commitments  generally  can  be 
terminated  at  the  option  of  the  Company.  It  is  unlikely  the  total  commitment  amount  will  represent  future 
cash  requirements.  The  Company  evaluates  each  customer’s  creditworthiness  on  a  case-by-case  basis. 

Financial  instruments  which  potentially  subject  the  Company  to  concentrations  of  credit  risk  consist 
principally  of  temporary'  cash  investments  and  trade  receivables.  The  Company  places  its  temporary  cash 
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investments  in  what  it  believes  to  be  high  credit  quality  financial  instruments.  Credit  risk  with  respect  to  trade 
receivables  is  concentrated  in  the  geographic  regions  in  which  the  Company  operates  stores.  Such  concentra¬ 
tions,  however,  are  considered  to  be  limited  due  to  the  Company's  large  number  of  customers  and  their 
dispersion  across  many  regions. 

18.  Quarterly  Results  (unaudited) 


Unaudited  quarterly  results  for  the  52  weeks  ended  January  28,  1995  and  the  52  weeks  ended  January  29, 
1994,  were  as  follows: 


52  Weeks  Ended  January'  28,  1995: 

First 

Quarter 

Second 

Quarter 

(millions,  except 

Third 

Quarter 

per  share  data) 

Fourth 

Quarter 

Net  sales . 

. ...  $1,653.6 

$1,596.1 

$1,926.8 

$3,139.4 

Operating  income . 

103.4 

59.0 

129.3 

257.8 

Income  before  extraordinary  items . 

32.2 

3.8 

44.3 

107.3 

Net  income . 

Earnings  per  share: 

.  . . .  $  32.2 

$  3.8 

$  44.3 

$  107.3 

Income  before  extraordinary'  items . 

....  $  .25 

$  .03 

$  .35 

$  .71 

Net  income . 

Fully  diluted  earnings  per  share: 

.25 

.03 

.35 

.71 

Income  before  extraordinary  items . 

.25 

.03 

.35 

.68 

Net  income . 

52  Weeks  Ended  January  29,  1994: 

.25 

.03 

.35 

.68 

Net  sales . 

....  $1,590.3 

$1,502.3 

$1,789.3 

$2,347.5 

Operating  income . 

82.9 

58.4 

103.0 

287.6 

Income  before  extraordinary  items . 

21.7 

8.8 

20.3 

146.0 

Net  income . 

Earnings  per  share: 

....  $  18.1 

$  8.8 

$  20.3 

$  146.0 

Income  before  extraordinary  items . 

....  $  .17 

$  .07 

$  .16 

$  1.16 

Net  income . 

Fully  diluted  earnings  per  share: 

.14 

.07 

.16 

1.16 

Income  before  extraordinary  items . 

.17 

.07 

.16 

1.10 

Net  income . 

.14 

.07 

.16 

1.10 

19.  Legal  Proceedings 

A  plan  of  reorganization  (the  “Federated  POR")  of  the  Company  and  certain  of  its  subsidiaries  (the 
“Federated/Allied  Companies")  was  confirmed  by  the  United  States  Bankruptcy  Court  for  the  Southern 
District  of  Ohio  (the  “Ohio  Bankruptcy  Court")  on  January'  10,  1992.  Notwithstanding  the  confirmation  and 
effectiveness  of  the  Federated  POR.  the  Ohio  Bankruptcy  Court  continues  to  have  jurisdiction  to,  among 
other  things,  resolve  disputed  prepetition  claims  against  the  Federated/Allied  Companies,  resolve  matters 
related  to  the  assumption,  assumption  and  assignment,  or  rejection  of  executory  contracts  pursuant  to  the 
Federated  POR,  and  to  resolve  other  matters  that  may  arise  in  connection  with  or  relate  to  the  Federated 
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POR.  The  Company,  upon  emergence  from  Chapter  11,  provided  for  the  payment  of  all  remaining  bankruptcy 
claims  based  upon  management’s  estimate  of  the  amount  of  such  claims  that  would  ultimately  be  allowed  by 
the  Ohio  Bankruptcy  Court.  During  1994  and  1993,  the  Company  reduced  selling,  general  and  administrative 
expenses  by  $23.8  million  and  $24.0  million,  respectively,  to  reflect  the  favorable  settlement  of  disputed 
bankruptcy  claims.  Management  believes  that  the  Company  has  adequately  provided  for  the  resolution  of  all 
bankruptcy  claims  and  other  matters  related  to  the  Federated  POR  remaining  at  January  28,  1995.  (See  Note 
12  for  a  description  of  legal  proceedings  relating  to  certain  federal  income  tax  issues.) 

The  Macy’s  POR  was  confirmed  by  the  United  States  Bankruptcy  Court  for  the  Southern  District  of 
New  York  (the  “New  York  Bankruptcy  Court”)  on  December  8,  1994.  Notwithstanding  the  confirmation  and 
effectiveness  of  the  Macy’s  POR,  the  New  York  Bankruptcy  Court  continues  to  have  jurisdiction  to,  among 
other  things,  resolve  disputed  prepetition  claims  against  the  Macy’s  Debtors,  resolve  matters  related  to  the 
assumption,  assumption  and  assignment,  or  rejection  of  executory  contracts  pursuant  to  the  Macy’s  POR,  and 
to  resolve  other  matters  that  may  arise  in  connection  with  or  relate  to  the  Macy’s  POR.  Except  as  described 
below,  provision  was  made  under  the  Macy’s  POR  in  respect  of  all  prepetition  liabilities  of  the  Macy’s 
Debtors. 

Certain  claims  or  portions  thereof  (collectively,  the  “Cash  Payment  Claims”)  against  the  Macy’s 
Debtors  which,  to  the  extent  allowed  by  the  New  York  Bankruptcy  Court,  will  be  paid  in  cash  pursuant  to  the 
Macy’s  POR  are  currently  disputed  by  the  Company.  The  aggregate  amount  of  disputed  Cash  Payment 
Claims  ultimately  allowed  by  the  New  York  Bankruptcy  Court  may  be  more  or  less  than  the  estimated 
allowed  amount  thereof.  The  aggregate  face  amount  of  disputed  Cash  Payment  Claims  w^as  approximately 
$846.9  million,  w'hile  the  estimated  allowed  amount  thereof  was  approximately  $355.7  million.  Although  there 
can  be  no  assurance  with  respect  thereto,  management  believes  that  the  actual  allowed  amount  of  disputed 
Cash  Payment  Claims  will  not  be  materially  greater  than  the  estimated  allowed  amount  thereof. 

The  Company  and  its  subsidiaries  are  also  involved  in  various  legal  proceedings  incidental  to  the  normal 
course  of  their  business.  Management  does  not  expect  that  any  of  such  proceedings  will  have  a  material 
adverse  effect  on  the  Company’s  results  of  operations  and  financial  position. 
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EXHIBIT  II 


FEDERATED  DEPARTMENT  STORES,  INC. 

EXHIBIT  OF  PRIMARY  AND  FULLY  DILUTED  EARNINGS  PER  SHARE 

(thousands,  except  per  share  data) 

52  Weeks  Ended  52  Weeks  Ended 

January  28,  1995  _ January  29,  1994 

Shares  Income  Shares  Income 

Net  income  and  average  number  of  shares 


outstanding .  132,862  $187,616  126,293  $193,248 

Earnings  per  share .  $1.41  $1.53 


PRIMARY  COMPUTATION: 

Average  number  of  common  share  equivalents: 

Shares  to  be  issued  to  the  U.S.  Treasury . 

Deferred  compensation  plan . 

Stock  options . 

Adjusted  number  of  common  and  common 
equivalent  shares  outstanding  and  adjusted 

net  income . 

Primary  earnings  per  share . 

FULLY  DILUTED  COMPUTATION: 

Additional  adjustments  to  a  fully  diluted  basis: 


Convertible  notes . 

Stock  options . 

8,564 

10,531 

8,564 

4 

9,928 

Adjusted  number  of  shares  outstanding  and  net 
income  on  a  fully  diluted  basis . 

141,839 

$198,147 

135,256 

$203,176 

Fully  diluted  earnings  per  share .  $1.40  $1.50 


122 

74 

217  

133,275  $187,616 

$1.41 


163 

3 

229 


126,688  $193,248 

$1.53 
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